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ABSTRACT 
Inflation, high and variable interest rates, and new electronic technology 
have had a profound impact on financial institutions throughout the world. This 
report surveys how the various kinds of financial institutions in the United 
States have been affected by these developments, how they have reacted, what 
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THE CHANGING WORLD OF FINANCIAL INTERMEDIARIES AND RELATED INSTITUTIONS: 
SURVEY OF MAJOR DEVELOPMENTS AND THEIR IMPLICATIONS FOR PUBLIC POLICY 
INTRODUCTION 
That the  f i n a n c i a l  i n s t i t u t i o n s  of the  United S t a t e s  a r e  undergoing pro- 
found changes,  both i n  t h e i r  f unc t ions  w i th in  t h e  economy and more s p e c i f i c a l l y  
i n  t h e i r  r e l a t i o n s h i p s  t o  one another ,  is  becoming more widely apparent  every  
day. This  f a c t  i s  r e f l e c t e d  i n  the  fol lowing t h r e e  s ta tements .  
Roger F. Murray, pa s t  p res ident  of the  American Finance Assoc i a t i on ,  noted 
i n  1981 " the  broad tendency of f i n a n c i a l  i n s t i t u t i o n s  t o  become i n c r e a s i n g l y  
s i m i l a r  i n  t h e i r  f unc t ions ,  and one can expect  t h a t  s p e c i a l i z a t i o n  w i l l  con t inue  
t o  diminish among in t e rmed ia r i e s  of a l l  types  . I 1  l/ 
Finn Casperson, ch i e f  execut ive  o f f i c e r  of t h e  Bene f i c i a l  Corpora t ion ,  a  
major consumer f inance  company t h a t  has  r a p i d l y  expanded i n t o  o t h e r  marke ts ,  s a i d  
i n  1981:  he well-defined market f o r  each o! t he se  [ f i n a n c i a l ]  i n s t i t u t i o n s  no 
longer  e x i s t s .  ... There i s  rap id  amalgamation and homogenization i n  every area."  21 - 
\ 
In  a  speech de l ive red  on March 22, 1982, Lyle Gramley, member of t h e  Board 
of Governors of t he  Federa l  Reserve System, dec l a r ed :  "we a r e  on t h e  verge  of 
a  v i r t u a l  r evo lu t ion  i n  e l e c t r o n i c  payment t r a n s f e r s ,  which w i l l  permit ins tan-  
taneous flows of funds between f i n a n c i a l  i n s t i t u t i o n s  a t  very  low cos t . "  3 /  - 
11 Murray, Roger F. Investment-Type In t e rmed ia r i e s  [ i n ]  Po lako f f ,  Murray 
E . ,  aTd Thomas A. Durkin. F inanc i a l  ~ n s t i t u t i o n s  and Markets. 2d ed. Boston: 
Houghton M i f f l i n ,  1981. p . ,  200. 
21 Wines, Michael. The F inanc ia l  Supermarket Is Here, and Congress i s  Try- 
ing tz Catch Up. Nat iona l  Jou rna l ,  Nov. 21, 1981. p. 2056. 
31 Gramley , Lyle E. F inanc i a l  Innovat ion and Monetary Pol  i cy .  Federa l  
~ e s e r v e  B u l l e t i n ,  J u l y  1982.  p. 395. 
The revolution that Gramley refers to is far more than just a technologi- 
cal one. While new communication and computer technology has vastly expanded 
the capabilities of financial institutions, it has been the economic climate of 
inflation and high and variable interest rates, at times abetted by changes in 
Federal regulations, that appears to have been the predominant force trigger- 
ing the revolutionary changes that have occurred. The scope of these changes 
includes: greater attention by business to improved management techniques that 
enable firms to get along with less and less cash, and the development of a 
wide range of financial instruments, in and out of depository institutions, 
that make it much easier for consumers to earn market or close to market rates 
of interest on their savings. 
Much of this change has focused on the large and growing money markets in 
the economy. This has led to the enormous growth of money market funds, which 
were first publicly offered late in 1971, little more than a decade ago. Non- 
bank depository institutions, especially savings and loan associations, have ex- 
perienced severe strains, as higher interest rates for savings became generally 
available. With or without the insurance provided by depository institutions, 
these rates proved attractive to many savers. While lower interest rates and 
reduced inflation will shift the impact of money flows among various financial 
institutions (e.g., adversely affecting money market funds while aiding savings 
and loan associations), the financial revolution now underway may be expected 
to continue with undiminished fervor. 
Many financial institutions, such as brokerage houses, insurance companies, 
and mutual funds, and a considerable number of non-financial companies, such as 
Sears Roebuck, have developed packages of financial services of varying degrees 
of comprehensiveness, some of which, such as transactions (check-like) accounts, 
had once only been offered by depository institutions. The competitive response 
of depository institutions has taken several forms, among them: (1) attempts. 
to some extent successful, to have some of the regulations restricting their 
ability to compete removed or relaxed-approval of higher interest rates and 
of new financial instruments, for example; (2) attempts, generally less success- 
ful, to impose greater restrictions on the functions of their non-depository 
competitors; (3) steps designed to better meet the competition of non-depository 
institutions, some of which may be considered to overstep the intent if not 
the actual provisions of legislative and regulatory restrictions; (4) attempts 
to enter such areas as brokerage services and underwriting corporate stock 
and bond issues from which they have been legally excluded. Some of these 
moves have been opposed by nondepository institutions. The competition among 
the various types of depository institutions, such as between commercial banks 
and savings and loan associations, continues to be significant. 
This turmoil among the ranks of financial institutions has, of course, had 
legislative repercussions. Pressures to modify the regulations affecting both 
depository and non-depository institutions has been intense. Major legislation 
has already resulted, notably the Depository Institutions Deregulation and Mone- 
tary Control Act of 1980 (P.L. 96-221) and the Garn-St Germain Depository Insti- 
tutions Act of 1982 (P.L. 97-320). 
Further legislative initiative in such areas as bank authority to underwrite 
municipal revenue bonds, tightening regulation of money market funds, and authority 
of banks to become involved in such enterprises as security brokerage and insurance 
and to extend operations beyond State boundaries may be considered in the 98th 
Congress. 
This report describes the nature of the changes among financial institutions 
that have occurred in the past two decades, the factors bringing about these 
changes, and the key public policy issues that continue to confront the Congress. 
Following this introduction, the first section sets forth an overview of 
the changing functions of the principal financial institutions in the economy 
today, and their major relationships to one another. This is followed by a 
review of the impact of technology on financial institutions and transactions, 
the rise of new financial instruments, and recent legislation and legislative 
proposals. The conclusion makes a few tentative assessments of winners and 
losers of the financial revolution. 
Outside the scope of this report is the large and significant role of in- 
ternational financial markets. Clearly they are a major factor in the health 
of U.S. financial institutions, notably the large commercial banks, and thereby 
the entire American banking system. However, it is an area that does not seem 
to have as direct a bearing on the competition between the various segments of 
, the U.S. financial community and their relationships to one another, as do the 
domestic factors dealt with in this report. 
I. OVERVIEW OF FINANCIAL INSTITUTIONS AND THEIR FUNCTIONS 
A principal purpose of this paper is to provide an overview of the many insti- 
tutions which provide the broad range of financial services upon which the economy 
of our Nation depends. These institutions have evolved continously throughout the 
history of this country and at an accelerating rate in recent decades. In order 
to understand the principal functions of the most important of these institutions, 
which will be outlined below, an overview of their relationship to each other may 
be helpful. Such a classification is attempted in Chart 1 (see page 6). This 
chart obviously requires a great deal of simplification and generalization; various 
qualifications will be introduced later. Particularly in recent years many in- 
stitutions have taken a broad range of functions, any one of which heretofore had 
been the relatively exclusive domain of a particular kind of financial institution. 
The blurring of these functions continues apace and may even accelerate, thanks in 
part to technological developments facilitating transfer of funds and information. 
An indication of the growth of most of these financial institutions in the 
last two decades is shown in Table 1 (see page 7). 
Since this paper is concerned with financial institutions, it may be well, 
at the outset, to distinguish between financial institutions and nonfinancial in- 
stitutions that together make up our economic universe. The ma jot distinction 
between the two is that the bulk of the assets of nonfinancial corporations is 
in the form of real assets, such as plant, equipment, and inventories of goods, 
while most of the assets of financial corporations take the form of paper claims. 41  - 
Financial corporations can, in turn, be divided into financial intermediaries 
41 Paper (or ginancial) claims are various forms of written promises to pay 
a spe;ific sum of money plus an interest rate fee for the privilege of borrowing 
this money over a period of time. Paper claims vary according to maturity, risk 
of default, marketability, and tax treatment. See: Polakoff, Murray E. Institu- 
tionalization of Saving and Financial Markets [in] Polakoff and Durkin. Financial 
Institutions. p. 6; and Kidwell, David S., and Richard L. Peterson. Financial 
Institutions, Markets and Money. Hinsdale, Illinois: Dryden Press. p. 29, 658. 
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and firms engaged i n  d i r e c t  f inanc ing .  F inanc i a l  i n t e rmed ia r i e s  a r e  f i rms  t h a t  
place themselves between u l t ima te  lenders  and u l t ima te  borrowers by purchasing 
the  primary s e c u r i t i e s  of  t h e  l a t t e r  and i s s u i n g  claims aga ins t  themselves f o r  
the p o r t f o l i o s  of u l t ima te  l ende r s .  Di rec t  f inanc ing  involves  t he  marketing 
of primary s e c u r i t i e s  i n  such forms a s  s tocks ,  bonds and mortgages t o  those 
d e s i r i n g  t o  purchase such s e c u r i t i e s .  The p r i n c i p a l  d i r e c t  f inancing i n s t i t u -  
t i o n s  a r e  brokerage f i rms and investment bankers.  
F inanc ia l  i n t e rmed ia r i e s  can f u r t h e r  be divided i n t o  depos i to ry  and non- 
depos i tory  i n s t i t u t i o n s .  The four  kinds of  depos i to ry  i n t e rmed ia r i e s  a r e  com- 
merc ia l  banks, mutual savings banks, savings and loan a s s o c i a t i o n s ,  and c r e d i t  
unions.  Non-depository f i n a n c i a l  i n t e rmed ia r i e s  c o n s i s t  of c o n t r a c t u a l  saving 
i n s t i t u t i o n s ,  on t he  one hand, and o the r  f i n a n c i a l  i n t e rmed ia r i e s  on the o t h e r .  
Of t he  c o n t r a c t u a l  sav ings  i n s t i t u t i o n s ,  t h e  most important a r e  l i f e  insurance 
companies, c a s u a l t y  insurance companies, p r i v a t e  pension funds and government 
pension funds. The remaining in t e rmed ia r i e s  include f inance  companies and mutu- 
a l  funds ( o r  investment companies), of which t h e  most r a p i d l y  growing component 
has  been money market funds.  
A quick overview of t he  p r i n c i p a l  l i a b i l i t i e s  and p r i n c i p a l  a s s e t s  of t he se  
f i n a n c i a l  i n t e rmed ia r i e s  i s  shown i n  Table 2 ( see page 9). More d e t a i l e d  d i s -  
cuss ion  i s  given below. 
F i n a l l y  t h e r e  a r e  two major components of the  f i n a n c i a l  community which 
a r e  d i f f i c u l t  t o  c l a s s i f y .  The f i r s t  i s  t h e  Federa l  Government i t s e l f  which 
is massively involved not on ly  i n  a  broad range of lending and insurance pro- 
grams, but  through i t s  i ssuance  of s e c u r i t i e s  t o  f inance  the  pub l i c  debt  and 
i t s  Federal  Reserve monetary opera t ions  has  a  major impact on the  economy of 
t h e  country.  Except p e r i p h e r a l l y ,  however, such Federal  a c t i v i t i e s  l i e  ou t s ide  
the  scope of t h i s  paper.  
Table 2. P r i n c i p a l  F inanc i a l  Claims Issued and Owned by Major ~ i n a n c i a l  I n t e r m e d i a r i e s  
P r i n c i p a l  ~ i a b i l i t i e s  P r i n c i p a l  Asse ts  
Type of In te rmediary  ( i n d i r e c t  s e c u r i t i e s  s o l d )  ( d i r e c t  s e c u r i t i e s  purchased) 
Deposit-Type I n s t i t u t i o n s :  
Commercial banks Demand d e p o s i t s  
Savings d e p o s i t s  
Savings & loan a s s o c i a t i o n s  Savings d e p o s i t s  
Mutual sav ings  banks Savings d e p o s i t s  
Cred i t  unions Savings "shares" 
11. Contrac tua l  Saving I n s t i t u t i o n s :  
Business loans  
Consumer loans 
Mortgages 
Government s e c u r i t i e s  
Mortgages 
Mortgages 
Consumer loans  
L i f e  insurance companies L i f e  insurance p o l i c i e s  Corporate  
~ o r t g a g e s  
Casual ty  insurance  companies Casua l ty  insurance  p o l i c i e s  Municipal 
Corporate  
Corporate  
P r i v a t e  pension funds Pension fund r e se rves  Corporate  
Corporate  
Mortgages 
S t a t e  & l o c a l  government Pension fund r e se rves  Corporate  
pension funds Corporate 
Other F inanc i a l  I n s t i t u t i o n s :  
bond s 
bonds 
s tocks  
bonds 
s tocks  
bonds 
bonds 
s tocks  
Finance companies Commercial paper Consumer loans  
Bonds Small bus ines s  
loans 
Mutual funds Shares  i n  fund Corporate  s tocks  
Corporate  bonds 
Money market funds Shares  i n  fund Monev market 
s e c u r i t i e s  
Government-sponsored c r e d i t  Agency bonds and no te s  Mortgages 
agencies  
Source: Adapted from Kidwell ,  David S., and Richard L. Pe te rson .  F inanc i a l  In- 
I n s t i t u t i o n s ,  Markets, and Money. Hinsdale ,  I l l . ,  Dryden P r e s s ,  1981." p. 42. 
The second is the conglomerate firm which has been growing rapidly and re- 
ceiving a great deal of public attention. Many companies, some originally in a 
particular financial business, such as insurance, and others even primarily in 
nonfinancial businesses, have diversified into a range of financial services. 
Sears Roebuck, Prudential Insurance, American Express, and Merrill Lynch and 
Company are among the most prominent examples of this kind of firm, that by its 
nature transcends the more traditional categories mentioned above. Much of this 
diversification has been accomplished by the establishment of holding companies, 
particularly in the areas of banking, savings and loan associations, and insurance. 
A. Depository Intermediaries 
While the primary focus of this paper is on non-depository financial inter- 
mediaries and other financial institutions, it is important to examine at the out- 
set the primary characteristics of depository intermediaries and the basic func- 
tions of each of the four types of such intermediaries. 
Basically depository intermediaries are empowered to accept a variety of checking, 
savings, and time deposits. They use the funds received to make consumer, business, 
and mortgage loans and to hold such assets as U.S. Treasury securities. The maximum 
interest paid on such accounts has traditionally been severely limited, although such 
limitations are in the process of being eliminated, and the accounts themselves are 
insured by one of several federally sponsored insurance agencies. Thus, for prac- 
tical purposes, deposits up to $100,000 are devoid of risk of any loss of principal. 
The deposits are highly liquid because they can be withdrawn on short notice, usual- 
ly upon demand. Depository institutions announce conditions for the "sale" of the 
deposit and fully supply the quantity demanded by the depositors under those con- 
ditions. They provide financial assets that can be purchased in small amounts. - 5 1  
5 1  Information in the paragraph is derived primarily from:' Bennett, Robert L. 
~ e ~ o s i t - ~ ~ ~ e  Intermediaries: Bank and Nonbank [ in] Polakof f and Durkin. Financial 
Institutions. p. 105; and Kidwell and Peterson. Financial Institutions. p. 36. 
While some non-depository i n t e rmed ia r i e s  have undertaken t o  assume some of 
t he se  func t ions ,  such a s  t r a n s a c t i o n s  accounts ,  o r ,  i n  t h e  ca se  of l i f e  insurance 
companies, making mortgage loans ,  they do not  r ece ive  funds i n  t he  form of in- 
sured depos i t s .  A s  a  recent  CRS I s sue  Br ie f  has  s t a t e d :  
Deposi tory i n s t i t u t i o n s  "are  the  on ly  i n t e rmed ia r i e s  au thor ized  t o  
accept  and main ta in  t h e  p u b l i c ' s  f i n a n c i a l  a s s e t s  i n  t h e  form of  de- 
p o s i t s . .  . . The depos i t  s t r u c t u r e  i s  t he  p r i n c i p a l  channel through 
which monetary po l i cy  ope ra t e s  and t h e  mechanism though which finan- 
c i a l  t r a n s a c t i o n s  a r e  u l t i m a t e l y  s e t t l e d .  Because of t h e i r  importance 
t o  t he  w at ion's monetary and payments system a s  we l l  a s  t h e i r  c e n t r a l  
t o l e  a s  providers  of  c r e d i t  and ho lde r s  of s av ings ,  d e p o s i t o r y  i n s t i -  
t u t i o n s  a r e  more c l o s e l y  regula ted  than o t h e r  forms of f i n a n c i a l  in- 
s t i t u t i o n s . .  . . In  exchange f o r  the  g r e a t e r  r e g u l a t i o n  t o  which they  
a r e  s u b j e c t ,  depos i to ry  i n s t i t u t i o n s  enjoy c e r t a i n  r e g u l a t o r y  b e n e f i t s  
o the r  f i n a n c i a l  i n s t i t u t i o n s  do n o t ,  inc lud ing  depos i t  insurance  and 
access  t o  governmental c r e d i t . "  - 61 
1. Commercial banks. The range of personal  and commercial banking s e r v i c e s  
t y p i c a l l y  suppl ied  by a  commercial bank can be seen from   able 3 ( s e e  page 12 ) .  
The key r o l e s  of conmercial  banks t o  the  economy can h a r d l y  be overemphasized. 71 - 
F i r s t ,  they a r e  t h e  primary source of demand d e p o s i t s  which c o n s t i t u t e  t h e  most 
important i ng red i en t  of t h e  U.  S. money supply,  a s  narrowly de f ined .  Second, 
they a r e  t h e  l a r g e s t  s u p p l i e r s  of short- term loanable  funds t o  bus ines s  -and 
consumers, and they supply over h a l f  of t he  e x t e r n a l  funds needed by S t a t e  and 
l o c a l  governments. ~ h i r d ,  thev a r e  t h e  managers of most monetary t r a n s f e r s .  
For those of t h e i r  customers who seldom borrow, t h e  bank 's  acceptance of  d e p o s i t s ,  
aga ins t  which checks can be w r i t t e n ,  i s  t h e  most obvious func t ion  of t h e  bank. 
61 U .S. L ib ra ry  of Congress. Congressional Research Se rv i ce .   ank king and 
~ e ~ o s y t o r ~  I n s t i t u t i o n s :  L e g i s l a t i v e  I s s u e s  i n  t h e  97th Congress [by]  Jean Y e l l s .  
Washington, D.C., June 3 ,  1982. p. 1-2. (issue ~ r i e f  No. 82029) See a l so :  U.S. 
Library  of  Congress. Congressional  Research Serv ice .  Deposi tory F inanc i a l  I n s t i -  
t u t i o n s :  Background on Thei r  C h a r a c t e r i s t i c s  and Regulat ion [by]  William Jackson.  
Washington, D.C. ,  December 29, 1980. p. 3 9 .  ( ~ e p o r t  No. 8 1 - l l ~ )  
71 Information i n  t h i s  paragraph i s  der ived  p r i n c i p a l l y  from Haslem and 
~ e m ~ e i .  Commercial Banking [ i n ]  Polakof f  and Durkin. F inanc i a l  I n s t i t u t i o n s .  
p. 57-58. 
Table 3. Services Provided by a Sample Commercial Bank 
Personal Banking Services Cormnercial Banking Services 
Deposit Services Deposit Services 
Personal Checking Accounts 
Statement Savings Accounts 
Regular Savings Accounts 
Christmas Clubs 
Automatic Investment Service 
Commercial Checking Accounts 
Commercial Night Depository 
Lock Box Service 
Loan Services Loan Services 
Installment Loans 
Tuition Helper Loans 
Check Command 
Visa/Mastercharee Credit Cards 
Trust Services 
Executor under Will 
Trustee under Will 
Living Trusts 
Investment Management Accounts 
Custodianship Accounts 
Other Services 
24 Hour Teller 





. Retail Installment Financing 
for Dealers 
Floor Planning 
Credit Card Financing 
Trust Services 
Pension and Profit Sharing Plans 
Self-Employed Retirement Plans 
Trustee of Charitable Trusts and 
Foundations 
Corporate Trust Services 
International Ranking Services 
Foreign Exchange 
Travelers Letters of Credit 
Commercial Letters of Credit 
Foreign Collect ion 
Letters of Introduction 
Foreign Loans 
Foreign Trade Information 
Foreign Market ~ondi t ions 
Foreign Credit Data 
Source: Adapted from Haslem, John A. and George H. Hempel. Commercial 
Banking as a Business [in] Polakoff and Durkin. Financial Institutions, 2nd ed., 
p. 58. 
Fourth, most banks perform a variety of fi'duciary services, such as trust depart- 
ment services and safe deposit boxes. They have also become major issuers of 
credit cards. 
For many of the large commercial banks, lending abroad is a major part of 
their business, and can be an important factor in the health of the American 
banking system and the American economy in general. - 81 
Commercial banks are limited in important respects in the functions they are 
permitted to perform and are closely regulated by Federal and State regulatory 
agencies. 9-1 Many of these restrictions derive from provisions of the Glass 
Steagall-Act. =/ Technically, the Glass-Steagall Act is the same as the Banking 
Act of 1933 (48 Stat. 162). However, the Glass Steagall Act has, for practical 
purposes, been limited to the four sections of the act, Sections 16, 20, 21, and 
32, all of which prohibit banks from engaging in most securities activities 
Section 16 prohibits banks from purchasing any equity securities for their own 
accounts, imposes additional limitations on banks' investment authority with 
8/ For further information on this aspect, which is not considered further 
in thTs report, see: U. S. Library of Congress. Congressional Research Service. 
Background Information on U.S. Export Trade Associations and the Separation of 
Banking and Commerce [by] Raymond Ahearn and William Jackson. Washington, D.C., 
June 30, 1980. 31 p.; U.S. Library of Congress. Congressional Research Service. 
International Banking Facilities and the Eurocurrency Market [by] William Jack- 
son and Arlene Wilson. Washington, D.C., January 8, 1982. 39 p. (Report No. 82- 
27E); and U.S. Library of Congress. Congressional Research Service. The Stabil- 
ity of the International Banking System [by] Arlene Wilson. Washington, D.C., 
October 13, 1982. 11 p. (Issue Brief No. 82107) 
91 For details of such regulations, see, for example: Shull, Bernard. 
~ c o n o z c  Efficiency, Public Regulation, and Financial Ref o m :  Depository In- 
stitutions [in] Polakoff and Durkin. Financial Institutions. p. 671-679. 
101 For more detail on the Glass-Steagall Act, see: U.S. Library of Con- -
gress. Congressional Research Service. The Glass-Steagall Act: A Legal Over- 
view [by] Henry Cohen. Washington, D.C., November 19, 1982. 72 p. (Report No. 
82-189A) This paragraph is derived from Henry Cohen's report. 
r e s p e c t  t o  d e b t  o b l i g a t i o n s ,  and p r o h i b i t s  banks from underwr i t ing  and d e a l i n g  
i n  s e c u r i t i e s  excep t  f o r  o b l i g a t i o n s  of t h e  United S t a t e s  o r  o t h e r  S t a t e  and 
l o c a l  j u r i s d i c t i o n s .  S e c t i o n s  20 and 32 r e l a t e  t o  p r o h i b i t i o n s  o f  commercial 
banks from engaging i n  t h e  s e c u r i t i e s  b u s i n e s s .  I n  t h e i r  t r u s t  depar tments ,  
banks '  d e a l i n g  i n  s e c u r i t i e s  i s  s t r i c t l y  a s  a  t r u s t e e  o r  i n  a  f i d u c i a r y  c a p a c i t y  
a s  agent  f o r  t h e i r  cus tomers  . 
Under t h e  McFadden Act of 1927 (12 USC 361, n a t i o n a l  banks a r e  r e s t r i c t e d  
t o  branch o f f i c e s  i n  l o c a t i o n s  pe rmi t t ed  w i t h i n  each S t a t e  t o  S t a t e  banks.  
2. Bank h o l d i n g  companies. A s i g n i f i c a n t  r e s u l t  of  t h e s e  r e s t r i c t i o n s  i n  
F e d e r a l  and S t a t e  law on bank a c t i v i t i e s  h a s  been t h e  development of bank hold- 
i n g  companies. Such companies a r e  d e f i n e d  a s  " f i rms  t h a t  hold  c o n t r o l l i n g  i n t e r -  
e s t s  i n  one o r  more commercial banks and o f t e n  i n  "nonbanking" e n t e r p r i s e s . "  111 -
They have developed i n  two forms, multi-bank h o l d i n g  companies and one-bank h o l d i n g  
companies. Multi-bank h o l d i n g  companies were formed l a r g e l y  t o  g e t  around s t a t e  
branching law r e s t r i c t i o n s ,  i n  o r d e r  t o  ach ieve  economies of s c a l e  and g r e a t e r  
geograph ic  d i v e r s i f i c a t i o n .  One-bank ho ld ing  companies, on t h e  o t h e r  hand, were 
organized p r i m a r i l y  t o  permit  banking o r g a n i z a t i o n s  t o  engage i n  a  wider range o f  
b u s i n e s s  a c t i v i t i e s  t h a n  t h o s e  g r a n t e d  i n d i v i d u a l  banks under t h e  Act of 1933 (12 
USC 24) .  The Bank Holding Company Act of 1956 placed t h e  r e s p o n s i b i l i t y  f o r  con- 
t r o l  o f  multi-bank h o l d i n g  companies w i t h  t h e  Federa l  Reserve System, b u t  excluded 
one-bank h o l d i n g  companies. Under t h i s  law, bank h o l d i n g  companies were a u t h o r i z e d  
o n l y  i n  S t a t e s  which d i d  no t  p r o h i b i t  them. They were no t  pe rmi t t ed  t o  a c q u i r e  
bank a f f i l i a t e s  a c r o s s  S t a t e  l i n e s  u n l e s s  t h e  S t a t e  they  e n t e r  s p e c i f i c a l l y  per-  
m i t s  t h e  e n t r y  o f  ou t -o f -S ta te  bank h o l d i n g  companies. Only t h r e e  States--Maine, 
1 
11j U.S. L i b r a r y  o f  Congress.  Congress ional  Research S e r v i c e .  Bank Hold- -
i n g  Company  o on ban king" A c t i v i t i e s :  Regula to ry  I s s u e s  [by]  Will iam Jackson.  
Washington, D.C.  p. 1. ( ~ e p o r t  No. 8 0 - 1 4 9 ~ )  
New York, and Alaska--have enacted l e g i s l a t i o n  t o  permit t h e i r  banks under cer -  
t a i n  cond i t i ons  t o  be acquired by out-of-State banks, whi le  Delaware and South 
Dakota a l low out-of-State  banks t o  e s t a b l i s h  new banking i n s t i t u t i o n s ,  wi th  some 
l i m i t s  on t h e i r  powers. 
The Bank Holding Company Amendments of 1970 (ee l4 .  91-607) put one-bank hold- 
ing companies under t h e  c o n t r o l  of t he  Federa l  Reserve System. Under t h e  regula-  
t i o n s  implementing t h i s  l e g i s l a t i o n ,  bank hold ing  companies own l e a s i n g  companies 
( l e a s i n g  a i r p l a n e s ,  automobiles ,  and o t h e r  bus ines s  equipment),  f inance  companies, 
and mortgage banks, and have provided p o r t f o l i o  investment and money management 
advice ,  d a t a  processing and management consu l t i ng  s e r v i c e s ,  and have so ld  and i n  
some in s t ances  underwr i t ten  insurance .  These s u b s i d i a r i e s  may ope ra t e  ac ros s  
S t a t e  l i n e s .  I n  September 1982, t h e  Federa l  Reserve Board, f o r  t h e  f i r s t  t ime, 
approved the  a c q u i s i t i o n  of a  sav ings  and loan company by a  bank hold ing  company 
ac ros s  s t a t e  l i n e s ,  s p e c i f i c a l l y  t he  a c q u i s i t i o n  by C i t i c o r p  ( ~ e w  ~ o r k )  of  t h e  
F i d e l i t y  Savings and Loan Assoc ia t ion  of San Franc isco .  Some b e l i e v e  t h a t  t h i s  
a c t i o n  s e t s  a  precedent t h a t  w i l l  i nc rease  t h e  number of p o t e n t i a l  takeover  par t -  
ne r s  f o r  f a i l i n g  sav ings  and loan a s s o c i a t i o n s  and t h a t  i t  s t r i k e s  a  blow a g a i n s t  
t he  ban on i n t e r s t a t e  banking. 
3 .  Savings and loan a s s o c i a t i o n s .  Savings and loan a s s o c i a t i o n s  i s s u e  pass- 
book savings sha re s  t o  d e p o s i t o r s  and o f f e r  them a v a r i e t y  of  sav ings  c e r t i f i -  
c a t e s .  They use these  savings ~ r i m a r i l y  t o  purchase r e s i d e n t i a l  mortgages.  
Whereas h i s t o r i c a l l y  savings and loan a s s o c i a t i o n s  inves ted  almost e x c l u s i v e l y  i n  
mortgages on the family r e s idences  of t h e i r  sha reho lde r s ,  they a r e  now permit ted 
t o  lend t o  non-deposi tors ,  and most may purchase mortgages on p rope r ty  o u t s i d e  
the immediate l o c a l i t y  of t he  a s s o c i a t i o n .  Assoc ia t ions  a r e  now a l s o  permit ted 
t o  make consumer loans on t h e  s e c u r i t y  of  t h e i r  sav ings  d e p o s i t s .  S ince  passage 
of the  Deposi tory I n s t i t u t i o n s  Deregulat ion Act of 1980, f e d e r a l l y  cha r t e r ed  
savings and loan a s s o c i a t i o n s  have a u t h o r i t y  t o  i n v e s t  up t o  20 percent  of t h e i r  
assets in consumer loans, commercial paper, and corporate debt securities. They 
are also authorized to offer trust services. Their powers were expanded further 
by the Garn-St Germain Depository Institutions Act of 1982. 12/  - 
4. Mutual savings banks. Mutual savings banks are in several respects 
similar to savings and loan associations, but are of more limited scope nation- 
ally, since about 95 percent are concentrated in the northeastern section of 
the United States. As of early 1980 a few applied for Federal charters under 
enabling legislation passed in 1978. Mutual savings banks have a more diversi- 
fied portfolio of assets than savings and loan associations, including corporate 
bonds, and apartment house mortgages. There are fewer restrictions for mutual 
savings banks also in the location of mortgages acquired. 
5. Credit unions. The distinguishing characteristic of credit unions is 
the requirement that their depositors and borrowers have some common bond, such 
as their place of employment, occupation, or residence. Traditionally credit 
union assets have been limited almost exclusively to consumer loans, although 
loans have been extended to other credit unions and some deposits made in other 
institutions for liquidity purposes. In recent years, credit unions have been 
permitted to make mortgage and home improvement loans. 
B. Contractual Financial Intermediaries 
Contractual financial intermediaries are those providing contractual arrange- 
ments for long-term use of savings, with little leeway for change once the commit- 
ment has been made, or where a change in the decision would involve significant 
costs. As already noted, insurance companies and pension funds are the principal 
forms of contractual financial intermediaries. 
8 
1. Life insurance companies. Among the contractual financial intermediaries, 
the largest are life insurance companies. Life insurance companies provide over 80 
12/ See also: Pratt, Richard T. The Savings and Loan Industry: Past, Present, -
and Future. Federal Home Loan Bank Board Journal, v. 15. November 1982. p. 3-8. 
percent  of a l l  f ami l i e s  i n  the  U.S. with f i n a n c i a l  p r o t e c t i o n  i n  the  case  of t he  
dea th  of a member, o f f e r  o the r  forms of insurance ,  i nc lud ing  h e a l t h ,  a cc iden t  and 
d i s a b i l i t y  insurance ,  and provide a means of saving through a n n u i t i e s  and o t h e r  
insurance  p o l i c i e s .  I n  a d d i t i o n  they provide pension p lans  f o r  over ha l f  of t h e  
employed l abo r  f o r c e  covered by p r i v a t e  pension plans.  Because t h e i r  premium r a t e s  
a r e  based on a c t u a r i a l  exper ience ,  l i f e  insurance  companies can c a l c u l a t e  f a i r l y  
a c c u r a t e l y  the  amounts of insurance and pension b e n e f i t s  t o  be paid a t  any one 
time. Thus, l i q u i d i t y  i s  less of a f a c t o r  than with depos i to ry  i n s t i t u t i o n s ;  
as a r e s u l t  they a r e  a b l e  t o  concent ra te  investments  on long-term a s s e t s .  L i f e  
insurance  companies a r e  t y p i c a l l y  regula ted  by t h e  S t a t e s  i n  which they ope ra t e .  
L i f e  insurance  companies have long been the  major i n s t i t u t i o n a l  i n v e s t o r  i n  cor- 
po ra t e  bonds, and have been a c t i v e  i n  t he  commercial and mul t i fami ly  mortgage 
market. H i s t o r i c a l l y ,  l i f e  insurance  companies have not  been important  i n v e s t o r s  
i n  common s tocks ,  p a r t l y  because of l e g a l  r e s t r i c t i o n s ,  bu t  a l s o  because some 
companies have maintained t h a t  common s tocks  were not  an app rop r i a t e  investment 
a g a i n s t  f ixed-dol la r  l i a b i l i t i e s .  Many l i f e  companies, however, have some t o  
view common s tocks  a s  a u se fu l  form of d i v e r s i f i c a t i o n  and a s  a means of increas-  
ing t h e  t o t a l  r e t u r n  on investments  i n  the  long run. The growth of pension fund 
bus iness  and the s a l e  of v a r i a b l e  a n n u i t i e s  have added f u r t h e r  impetus t o  l i f e  
insurance  company a c q u i s i t i o n  of common s tock .  
2. P roper ty  and c a s u a l t y  insurance  companies. Proper ty  and c a s u a l t y  in-  
surance companies a r e  those t h a t  se l l  proper ty  and c a s u a l t y  insurance  and such 
r e l a t e d  l i n e s  a s  in land  marine coverages,  and s u r e t y  and f i d e l i t y  bonds. Of 
t h e  var ious  kinds of p roper ty  insurance ,  automobile insurance  i s  the  most i~ 
por tan t .  While less important a s  a f o r c e  i n  c a p i t a l  markets  than l i f e  i n su rance  
companies, they do provide a market f o r  S t a t e  and l o c a l  s e c u r i t i e s ,  which o f f e r  
tax-exempt income. 
3. Pens ion  funds .  Pension funds  have become a  major  form of s a v i n g s  i n  
t h e  United S t a t e s  and a r e ,  i n  terms of  o r g a n i z a t i o n ,  s u f f i c i e n t l y  d i v e r s e  t o  
o v e r l a p  s e v e r a l  o t h e r  f i n a n c i a l  i n s t i t u t i o n s .  They have been among t h e  f a s t e s t  
growing f i n a n c i a l  i n t e r m e d i a r i e s  d u r i n g  t h e  l a s t  two decades .    he u n i t e d  S t a t e s  
h a s  a  complex r e t i r e m e n t  sys tem,  i n v o l v i n g  t h e  F e d e r a l  Government, S t a t e  and 
l o c a l  governments,  p r i v a t e  employers ,  u n i o n s ,  f r a t e r n a l  o r g a n i z a t i o n s ,  and 
i n d i v i d u a l s .  
A f f e c t i n g  t h e  most i n d i v i d u a l s  i s  t h e  Old Age, S u r v i v o r s  and D i s a b i l i t y  
Insurance  System o f  t h e  F e d e r a l  Government, known a s  S o c i a l  S e c u r i t y .  Other  
major F e d e r a l  r e t i r e m e n t  sys tems a r e  t h e  R a i l r o a d  Ret i rement  System ( t h e  on ly  
pension fund a d m i n i s t e r e d  by t h e  F e d e r a l  Government t h a t . c o v e r s  a  p r i v a t e  in-  
d u s t r y )  and t h e  C i v i l  S e r v i c e  Ret i rement  System. The S o c i a l  S e c u r i t y  and Ra i l -  
road Re t i r ement  Systems,  c o n t r a r y  t o  v i r t u a l l y  a l l  o t h e r  p u b l i c  and p r i v a t e  
employee pension sys tems,  do  no t  r e l y  on a s s e t  accumulat ion and t h e r e f o r e  have 
r e l a t i v e l y  l i t t l e  impact on c a p i t a l  marke t s .  
S t a t e  and l o c a l  government pension funds u s u a l l y  have s t r i c t e r  l i m i t a t i o n s  
on t h e  k i n d s  o f  inves tments  pe rmi t t ed  t h a n  do p r i v a t e  pension funds .  As a  r u l e  
they  a r e  a d m i n i s t e r e d  by p r i v a t e  t r u s t e e s ,  such a s  bank t r u s t  depar tments  and 
inves tment  a d v i s o r s .  - 131 P r i v a t e  employee pension funds  i n c l u d e  i n s u r e d  pension 
funds ,  i s s u e d  by l i f e  i n s u r a n c e  companies,  and noninsured pension funds ,  which 
a r e  u s u a l l y  p laced  w i t h  a  t r u s t e e .  Of t h e  p r i v a t e  noninsured pension funds ,  
about two- th i rds ,  measured by market  v a l u e  of  t h e  funds ,  a r e  managed by banks 
and t r u s t  companies,  o n e - f i f t h  by inves tment  a d v i s o r s ,  one-s ix th  self-managed 
by n o n - f i n a n c i a l  companies, and t h e  smal l  remainder  by o t h e r  inves tment  a d v i s o r s .  " 
131 See:  Andrews, V i c t o r  L. ,  and P e t e r  C .  ~ i s e m a n n .  Insurance- type In- 
t e r m e x a r i e s :  Pens ion  Funds [ i n ]  Po lakof f  and ~ u r k i n .  ~ i n a n c i a l  ~ n s t i t u t i o n s .  
p. 166.  
Because of t h e i r  small  need f o r  l i q u t d i t y  and t h e i r  exemption from Federa l  
income t a x e s ,  most pension fund investments a r e  long-term i n  na tu re  and inc lude  
few tax-exempt s e c u r i t i e s .  The investment earn ings  of pension funds a r e  of g r e a t  
importance because the  g r e a t e r  these  earnings the lower the support ing con t r i -  1 
but ions  can be; obviously the r a t e  of r e t u r n  must be weighed a g a i n s t  t he  degree 
of r i s k  involved. The Employee Retirement Income and S e c u r i t y  Act of 1974 (P.L. 
93-406), b e t t e r  known a s  ERISA s e t s  s tandards  f o r  pension fund management and 
provides p ro t ec t ion  f o r  i t s  p a r t i c i p a n t s .  
F i n a l l y  of growing importance a r e  pension plans f o r  self-employed and 
o the r  persons,  commonly known a s  i nd iv idua l  re t i rement  accounts  (IRAs) and Keogh 
Plans.  Under both of these  p lans ,  t axes  on annual c o n t r i b u t i o n s  and r e l a t e d  in- 
vestment incomes a r e  defer red  u n t i l  b e n e f i t s  a r e  received i n  re t i rement .  They 
a r e  u sua l ly  administered by insurance companies o r  banks, a l though o the r  f i rms ,  
such a s  brokerage houses,  may s e t  them up. P.L. 97-34 al lows almost a l l  tax- 
payers t o  deduct $2,000 o r  $2,250 of con t r ibu t ions  t o  IRAs  each year ,  thereby  
s t imu la t ing  t h e i r  growth appreciably.  
C. Other F inanc ia l  In t e rmed ia r i e s  
The o the r  f i n a n c i a l  i n t e rmed ia r i e s  can be d iv ided  i n t o  two genera l  groups: 
(1) f inance  companies, cons i s t i ng  of consumer f inance  companies, some t i e d  t o  
s a l e s  of products of a p a r t i c u l a r  producer,  and bus iness  f inance  companies, 
providing a broad range of commercial and i n d u s t r i a l  f inanc ing  and l ea s ing ;  and 
( 2 )  such investment-type in t e rmed ia r i e s  a s  mutual funds (of  which money market 
mutual funds have exhib i ted  the  most spec t acu la r  growth),  closed-end investment 
companies, and r e a l  e s t a t e  investment t r u s t s .  I n  a d d i t i o n ,  a s  a l r eady  noted,  
bank t r u s t  departments o f f e r  s i m i l a r  investment s e r v i c e s  f o r  a l i m i t e d  c l i e n t e l e  
under narrowly defined circumstances.  
1. Finance companies. Finance companies a r e  the  l a r g e s t  p roviders  of per- 
sona l  i n s t a l lmen t  loans i n  t he  United S t a t e s .  They extend shor t -  and intermedi- 
ate-term c r e d i t  t o  i nd iv idua l s  and bus inesses  t h a t  cannot ob t a in  c r e d i t  a s  cheaply 
o r  e a s i l y  elsewhere. About ha l f  of t h e i r  lending c o n s i s t  of loans  t o  consumers 
and t h e  o the r  ha l f  of loans  t o  business  p lus  l e a s i n g  and purchases of bus iness  
accounts  rece ivable .  Consumer f inance  companies p r i m a r i l y  make cash loans t o  
consumers; s a l e s  f inance  companies p r imar i l y  buy consumer c r e d i t  c o n t r a c t s  from 
dea l e r s ;  and f a c t o r s  buy accounts r ece ivab le  from bus iness  firms. I n  terms of 
bus iness  s t r u c t u r e ,  f inance  companies range from small  p rop r i e to r sh ips  and par t -  
nersh ips  t o  l a r g e  pub l i c ly  owned corpora t ions  and s u b s i d i a r i e s  of manufacturers ,  
bank holding companies, insurance  companies and o ther  corpora te  e n t i t i e s .  Some, 
l i k e  General  Motors Acceptance Corporat ion (GMAC), p r imar i l y  f inance  s a l e s  of ' 
products  made by t h e i r  paren t  o rganiza t ion .  
Finance companies, e s p e c i a l l y  consumer f inance  companies, a r e  c l o s e l y  regu- 
l a t e d  by S t a t e s ,  bu t  have been l a r g e l y  f r e e  from Federa l  r egu la t i on .  I n  c o n t r a s t  
t o  most banks, they have been a b l e  t o  opera te  a c r o s s  S t a t e  l i n e s .  
The d i s t i n c t i o n  between the  var ious  kinds of f inance  companies has ,  however, 
became inc reas ing ly  b lur red ,  a s  s a l e s  f inance  companies have s t a r t e d  making cash 
loans ,  while  a t  t he  same time, consumer f inance  companies have expanding i n t o  
commerical f inancing.  A good example of t h i s  kind of s h i f t  is t h a t  of t he  General  
E l e c t r i c  C r e d i t  Corporat ion (GECC), which has moved t o  a  l a r g e  ex t en t  away from 
f inanc ing  of GE household durab le  goods f o r  consumers t o  a  broad range of com- 
merc ia l  and i n d u s t r i a l  f inanc ing  and l ea s ing .  I&/ These new f inanc ing  a c t i v i t i e s  
have brought decided t a x  advantages t o  its paren t  company, and have helped t o  make 
14/ For f u r t h e r  d e t a i l s  on GECC, see: General E l e c t r i c  Cred i t .  Business 
~ e e k , A u ~ u s t  30, 1982. p. 54-59. 
it the Nation's third largest finance company, ranking just behind GMAC and 
Ford Motor Credit. 
Part of the reason for the shift from consumer to business lending has been 
competition from bank-related credit-card companies. By offering lines of credit 
to qualified card holders, they have shrunk the demand for personal loans of up 
to $2,500 which were the bread and butter of personal finance companies. Auto- 
mobile financing, which once was a major market for personal loan and finance 
companies, has declined in importance as commercial banks and credit unions have 
entered the field, and automobile company financial subsidiaries, such as GMAC 
and Ford Motor Credit, have retained their lead in financing of new cars. 
The shift from consumer to business lending has been accelerated in part 
because of stricter regulation of consumer financing than of business financing 
under State usury laws. g/ Within consumer lending, second mortgages have be- 
come increasingly important since 1976. Leasing and revolving credit are other 
areas into which finance companies have expanded their operations. All of these 
are areas that are less subject to regulation and where financial and technical 
innovations can be successfully adopted. 
As a result of regulatory restrictions and rising interest rates, combined 
with binding loan rate ceilings, many small finance companies have fomd themselves 
unable to operate profitably. They have in many cases merged with larger finance 
companies, become affiliated with bank holding companies, or gone out of business. 
2. Investment-type intermediaries. Investment-type intermediaries provide 
individuals with an alternative to direct investment in primary securities. The 
principal types of such intermediaries are mutual funds (or open-end investment 
15/ See: U.S. Library of Congress. Congressional Research Service. An 
~c o n o z c  Analysis and Brief Legislative Overview of Usury Ceilings [by] William 
Anderson. Washington, D.C. ,  1981. 17 p. (CRS Report No. 81-1723) 
companies) ,  closed-end investment  companies,  and r e a l  e s t a t e  inves tment  t r u s t s .  
Such i n t e r m e d i a r i e s  o f f e r  s u p e r i o r  d i v e r s i f i c a t i o n  t o  reduce r i s k ,  and p rov ide  
a c c e s s  t o  c a p i t a l - m a r k e t  s e c t o r s  n o t  o t h e r w i s e  open t o  i n v e s t o r s  o f  modest means, 
p r o f e s s i o n a l  management, knowledgeable s u p e r v i s i o n  and management of s p e c i f i c  
p o r t f o l i o  h o l d i n g s ,  s a f e k e e p i n g ,  accoun t ing  and t a x  s e r v i c e s ,  and economies of 
s c a l e  i n  t h e s e  f u n c t i o n s .  161 -
A s  Roger F. Murray p o i n t s  o u t ,  inves tment  type  i n t e r m e d i a r i e s  a r e  d i s t i n c -  
t i v e  i n  a t  l e a s t  t h r e e  major  r e s p e c t s :  
( a )  They do n o t  c r e a t e  f i x e d  l i a b i l i t i e s  a s  an u n d e r w r i t e r ,  g u a r a n t o r ,  bor-  
rower,  o r  i s s u e r  o f  d e p o s i t  l i a b i l i t i e s .  ( b )  They do not  promise any p a r t i c u l a r  
r a t e  of r e t u r n  t o  a s s e t  h o l d e r s ,  who i n s t e a d  r e c e i v e  whatever t h e  p o r t f o l i o  pro- 
duces  a f t e r  t h e  d e d u c t i o n  o f  t h e i r  s h a r e  o f  management and a d m i n i s t r a t i v e  expenses .  
( c )  They r e c e i v e  compensation from a  d e f i n e d  f e e  which i s  t y p i c a l l y  r e l a t e d  t o  
t h e  market  v a l u e  o f  a s s e t s ,  r a t h e r  than  from a  sp read  between t h e  e a r n i n g s  on 
a s s e t s  acqu i red  and t h e  r e t u r n  t o  be  paid  on l i a b i l i t i e s .  - 171 
H i s t o r i c a l l y ,  an i n v e s t o r  i n  such an i n t e r m e d i a r y  i n  e ssence  agreed t o  fo rego  
l i q u i d i t y  he  could  expec t  i f  he  had i n v e s t e d  i n  a  d e p o s i t o r y  i n s t i t u t i o n  i n  t h e  
e x p e c t a t i o n  of  e a r n i n g  a h i g h e r  average t o t a l  r e t u r n .  Such a  c h o i c e  o f  c o u r s e  was 
a s s o c i a t e d  w i t h  g r e a t e r  r i s k .  More r e c e n t l y ,  many investment- type i n t e r m e d i a r i e s  
o f f e r  i n s t r u m e n t s  w i t h  a  h i g h  d e g r e e  o f  l i q u i d i t y .  
Mutual funds .  Of t h e  inves tment- type i n t e r m e d i a r i e s ,  mutual  funds ( o r  
open-end inves tment  companies)  a r e  t h e  most s i g n i f i c a n t ,  and among them, t h e  
money market  mutual  funds  have e x h i b i t e d  s p e c t a c u l a r  growth i n  t h e  l a s t  s i x  
y e a r s .  The f i r s t  mutual  fund i n  t h e  Uni ted  S t a t e s  was founded i n  1924. Mutual 
funds  a r e  a t t r a c t i v e  t o  many i n v e s t o r s  because  t h e y  a r e  a  r e l a t i v e l y  s imple  way 
161 Murray, Roger F. Investment-Type I n t e r m e d i a r i e s  [ i n ]  Po lakof f  and 
~ u r k i c  F i n a n c i a l  I n s t i t u t i o n s .  p. 185. 
17/ I b i d . ,  p. 185-186. -
fo r  i n v e s t o r s ,  e s p e c i a l l y  small  and inexperienced i n v e s t o r s ,  t o  achieve s p e c i f i c  
investment goa l s  without t he  r i s k  i nhe ren t  i n  buying and s e l l i n g  s tocks  d i r e c t l y ,  
and with t he  prospect  of g r e a t e r  ga in  than funds depos i t ed  i n  depos i to ry  i n t e r -  
mediar ies .  Many mutual funds have been designed t o  achieve p a r t i c u l a r  investment 
goa ls  such a s  c u r r e n t  income o r  app rec i a t i on  of  c a p i t a l .  Some i n v e s t  i n  s p e c i f i c  
i n d u s t r i e s ,  such a s  energy o r  high technology, o t h e r s  i n   articular kinds  of 
s e c u r i t i e s ,  such a s  municipal  bonds and money market ins t ruments .  Many inves t -  
ment companies manage a  number of mutual funds with vary ing  o b j e c t i v e s  and permit 
t r a n s f e r  p r i v i l e g e s  among them. Mutual funds a r e  s u b j e c t  t o  t he  Investment Com- 
pany Act of 1940 and thus t o  r e g u l a t i o n  by t h e  S e c u r i t i e s  and Exchange Commission. 
While mutual funds have grown very  s u b s t a n t i a l l y  s i n c e  1950, t h e i r  growth 
has  been uneven, and has been l a r g e l y  in f luenced  by the  t r ends  i n  the  s tock  mar- 
ke t .  During t h e  1973-1981 per iod,  t h e r e  was s i g n i f i c a n t  d i s inves tment  i n  most 
mutual funds,  due l a r g e l y  t o  the  poor showing of e q u i t y  sha re s  dur ing  t h a t  per iod 
compared t o  o t h e r  investments  with comparable o r  lower r i s k .  
Some a n a l y s t s  have argued t h a t  mutual funds do not  perform apprec iab ly  be t -  
t e r  than unmanaged p o r t f o l i o s ,  i n  some per iods  showing b e t t e r  r e t u r n s  and i n  
o t h e r s  poorer .  However, a s  Roger Murray n o t e s ,  "The average fund w i l l  s t i l l  
provide a  u se fu l  bundle of f i n a n c i a l  s e r v i c e s  and p r o t e c t i o n  from t h e  a b e r r a t i o n s  
of an inadequate ly  d i v e r s i f i e d  p o r t f o l i o  t h a t  occur when the  a r t  of s e c u r i t y  
s e l e c t i o n  has  been p rac t i ced  without d i s c i p l i n e  and experience." 181 -
Money market mutual funds.  191 A s  a l r e a d y  no ted ,  money market mutual -
funds a r e  by f a r  t h e  most r a p i d l y  growing segment of t h e  mutual fund i n d u s t r y ,  
181 I b i d . ,  p. 193. -
19/ An e x c e l l e n t  summary of information on money market mutual funds i s  : 
U. S. L i b r a r y  of Congress. Congressional  Research Serv ice .  Money Market Mutual 
Funds [by]  William Jackson. Washington, D . C . ,  J u l y  2,  1982. 10 p. ( ~ s s u e  
~ r i e f  No. 81057) 
a growth t h a t  is having l i v e l y  repercuss ions  throughout the economy. This  growth 
i s  d rama t i ca l l y  ev ident  i n  Table  4 below. 
The f i r s t  money market fund was o f f e r ed  t o  the  publ ic  i n  November 1971. 
However, the  r e a l  spu r t  i n  growth began i n  1978, when i n t e r e s t  r a t e s  rose  sig- 
n i f i c a n t l y .  By the  end of 1979, the  a s s e t s  of money market mutual funds ($45 
b i l l i o n )  were s t i l l  l e s s  than those of all o the r  mutual funds combined ($49 b i l -  
l i o n ) .  By the  end of 1981, t he  t o t a l  a s s e t s  of money market mutual funds had 
Table  4. Assets and Number of Accounts of Money Market Mutual Funds, 
December 1974 - November 1982. 
End of Month T o t a l  Asse ts  
( B i l l i o n s  of $ ) 
Number of Accounts 
(Mi l l i ons )  
Dec. 1974 1.7 not  a v a i l a b l e  
Dec. 1975 3.7 0.2 
Dec. 1976 3.7 0.2 
Dec. 1977 3.9 0.2 
Dec. 1979 45.2 2.3 
June 1980 76.2 3.9 
Dec. 1980 74.4 4.7 
June 1981 126.5 7.6 
Dec. 1981 
June 1982 
Sept .  1982 223.2 12.9 
.Dec. 1982 210.9* not a v a i l a b l e  
* R e f l e c t s  t r a n s f e r s  i n t o  Money Market Deposit  Accounts au thor ized  by 
P.L. 97-320 (December 1982). 
Source: Adapted from CRS I s s u e  Brief  81057, p. 2.  From Investment Company 
I n s t i t u t e ,  Research Department. 
- 
r i s e n  t o  $182 b i l l i o n ,  o r  more than t h r e e t t i m e s  the t o t a l  a s s e t s  of a l l  o t h e r  
mutual funds ($55 b i l l i o n ) .  There a r e  now over 250 money market mutual funds 
with an aggregate  of t h i r t e e n  m i l l i o n  accounts  and a s s e t s  of over $230 b i l l i o n .  
By comparison, a t  the end of 1981, t o t a l  a s s e t s  of all c r e d i t  unions were $78 
b i l l i o n .  =/ 
Money market funds a r e  inves ted  i n  such money market instruments  a s  U.S. 
Government s e c u r i t i e s ,  bank c e r t i f i c a t e s  of depos i t ,  and commercial paper. 
These a r e  f o r  t he  most p a r t  short-term debt i s s u e s  with l e s s  r i s k  than many 
o the r  uninsured investments. Such instruments  a r e  cha rac t e r i zed  by high in- 
vestment s a f e t y  and, i n  r ecen t  years ,  by high i n t e r e s t  r a t e s .  Thus, money mar- 
k e t  funds have become a t t r a c t i v e  t o  many ind iv idua l s  and businesses .  The money 
market p o r t f o l i o  average of i n t e r e s t  r a t e s  i n  recent  years  has been s u f f i c i e n t l y  
above the  l e g a l l y  permissable r a t e s  of r e t u r n  of depos i tory  f i n a n c i a l  i n s t i t u -  
t i o n s  a s  t o  induce a s u b s t a n t i a l  d ive r s ion  of resources  i n t o  money market funds 
t h a t  otherwise would have gone i n t o  these  i n s t i t u t i o n s .  Money market funds have 
of course pointed t o  t h i s  d i f f e r e n t i a l  e f f e c t i v e l y  i n  ex t ens ive  a d v e r t i s i n g  and 
pub l i c i t y .  S imi l a r ly ,  many bus inesses  have found such funds u s e f u l  a s  p laces  t o  
put temporary cash surp luses  where they can earn  s u b s t a n t i a l  i n t e r e s t .  I n  addi- 
t i o n ,  many bank t r u s t  departments f i n d  money market funds appropr i a t e  f o r  short-  
term investment of t ru s t eed  funds a t  high and r e l a t i v e l y  s a f e  re turns .  They a r e  
a l s o  u t i l i z e d  by pension funds, insurance companies, foundat ions and o the r  types 
of i n s t 9 u t i o n s .  
Money market funds now have a broad v a r i e t y  of sponsors  inc luding  insurance  
companies, conglomerates such a s  American Express ,  brokerage houses,  such a s  
M e r r i l l  Lynch, and spec i a l i zed  membership o rgan iza t ions  such a s  the American 
Assoc ia t ion  of Ret i red  Persons and t h e  American Automobile Assoc ia t ion .  
20/ See Table 1 f o r  comparison with o the r  f i n a n c i a l  i n s t i t u t i o n s .  -
Money market funds r ep re sen t ,  i n  a  sense ,  an outgrowth of Government regula- 
t i o n  of i n t e r e s t  r a t e  c e i l i n g s  on insured  d e p o s i t s ,  gene ra l l y  r e f e r r e d  t o  a s  
Regulat ion Q. - 21/ High market i n t e r e s t  r a t e s  on deregulated instruments  such a s  
$100,000 and l a r g e r  c e r t i f i c a t e s  of depos i t  represen ted  a  new oppor tun i ty  f o r  mutual 
funds t o  o f f e r  small  savers  t he  high short-term y i e l d s  prev ious ly  a v a i l a b l e  only t o  
l a r g e  ho lders  of l i q u i d  a s s e t s .  I n  a d d i t i o n  t o  t h e i r  high i n t e r e s t  r a t e s  and t h e i r  
management s k i l l s  i n  money market t r a n s a c t i o n s ,  money market mutual funds have pro- 
vided two a d d i t i o n a l  advantages t o  i nd iv idua l s  and small  corpora t ions .  Most money 
market funds give i n v e s t o r s  the r i g h t  t o  ob t a in  same day wire t r a n s f e r s  of funds 
from t h e i r  mutual fund to  t h e i r  bank account ,  and may al low these  i n v e s t o r s  t o  
w r i t e  checkl ike  d r a f t s  a g a i n s t  t h e i r  mutual fund a s s e t s ,  u s u a l l y  f o r  minimum with- 
drawals of $500 o r  more. Fu r the r ,  many money market mutual funds a l s o  al low cos t -  
l e s s  t r a n s f e r  of funds t o  be made to  accounts i n  o the r  funds managed by the  same 
mutual fund adv i so r  o r  management company. 
The success  of money market funds i s  a l s o  due i n  no small measure t o  computer 
c a p a b i l i t y  which permits  d a i l y  c a l c u l a t i o n  of account va lues  and c r e d i t i n g  of i n t e r e s t .  
The n e t  impact of money market funds on o the r  f i n a n c i a l  i n s t i t u t i o n s  i s  un- 
c e r t a i n .  There have been s u b s t a n t i a l  withdrawals not only from t h r i f t  i n s t i t u -  
t i o n s  and commercial banks but from s tock  and bond markets a s  w e l l .  A s  f a r  a s  
commercial banks as a whole a r e  concerned, it is  e n t i r e l y  pos s ib l e ,  a s  William 
F. Ford, p r e s iden t  of t he  Federa l  Reserve Bank of A t l a n t a ,  has noted,  t h a t  " the 
money funds a r e  pu t t i ng  more money i n t o  t h e  banking system by purchasing C D s  and 
bankers acceptances of the  l a r g e  banks than they a r e  tak ing  out  of all of t he  
21/  "Regulation Q: F inanc i a l  shorthand f o r  t he  e n t i r e  body of laws and 
r e g u l x i o n s  t h a t  set c e i l i n g s  on the  i n t e r e s t  r a t e s  on depos i t s  a t  federa l ly -  
insured  commercial banks, savings and loan  a s s o c i a t i o n s ,  and mutual savings 
banks. "--A Reference Guide t o  Banking and Finance. p.  32. See a l so :  U.S. Li- . 
bra ry  of Congress. Congressional Research Serv ice .  Deposit I n t e r e s t  Rate Regula- 
t i o n  [by]  William Jackson. Washington, D.C. ,  1982. 14 p. ( I s s u e  Br ie f  No. 81130) 
banks." - 221 This would not preclude losses to smaller banks nor, especially, to 
savings and loan companies, since almost no money market funds are invested in 
savings and loan instruments of any kind. On the other hand, declines in inter 
est rates and the development of various new financial instruments by depository 
institutions, in particular the new accounts authorized by the Garn-St Germain 
Depository Institutions Act of 1982 (see pp. 51-54) may significantly limit pos- 
sibly adverse effects of money market funds on these institutions. 
The other two principal kinds of investment-type intermediaries, closed-end 
investment companies and real estate investment trusts, can be commented upon 
more briefly. 
Closed-end investment companies. A closed-end investment company is an 
investment company that holds a portfolio of assets but does not stand ready 
to redeem its shares at net asset value. Its shares are traded on a securities 
exchange or in the overthe-counter market. As Roger Murray has noted, "The 
investment company becomes closed, therefore, in the sense of not being open 
to the sale or redemption of shares." z/ 
Although closed-end investment companier are the oldest kind of investment 
company, they have grown little, especially when compared to mutual funds. Ac- 
cording to Wiesenberger Financial Services, at the end of 1981 combined assets 
of all investment companies totalled $237 billion. Of this total, money market 
mutual funds accounted for $175 billion (74%), other mutual funds, $55 billion 
(23X), and closed-end investment companies, $7 billion (3%). Wiesenberger Fi- 
nancial Services notes that there are at least eleven closed-end investment com- 
panies of sufficient size and availability to warrant general investor interest. 
22/ Ford, William F. Banking's New Competition: Myths and Realities. 
~ t l a n G  Federal Reserve Bank Economic Review, January 1982. p. 8.  
23/ Murray, Roger F. Investment-Type Intermediaries [in] Polakoff and Durkin. 
F i n a n & l  Institutions. p. 193. 
Six  of these  a r e  l i s t e d  on the  New York Stock Exchange; the shares  of f i v e  o t h e r s  
a r e  traded i n  the  over-the-counter mri:ket. I n  gene ra l ,  shares  of closed-end in- 
vestment companies have been s e l l i n g  a t  a  discount  from t h e i r  net  a s s e t  va lue ,  
i n  pa r t  a t  l e a s t  because of l e s s  f l e x i b i l i t y  than i s  a v a i l a b l e  f o r  i nves to r s  i n  
mutual funds. 
Real e s t a t e  investment t r u s t s .  Real e s t a t e  investment t r u s t s  (REITs) a r e  
r e l a t e d  to  closed-end investment companies; they hold most of t h e i r  investments 
i n  t h e  form of r e a l  e s t a t e  loans  and s e c u r i t i e s .  Thei r  a s s e t s  a r e  used t o  acqui re  
mortgages on income genera t ing  p r o p e r t i e s ,  f inance r e a l  e s t a t e  development and con- 
s t r u c t i o n ,  provide in t e r im  f inanc ing  t o  b u i l d e r s ,  and acqui re  and l e a s e  property 
t o  r e a l  e s t a t e  developers.  They grew rap id ly  i n  the l a t e  1960s and e a r l y  19708, 
reaching a  peak i n  1974 ($18 b i l l i o n  i n  f i n a n c i a l  a s s e t s  a s  of Dec. 31, 1974). 
This r i s e  r e s u l t e d  from favorable  tax  t reatment ,  Federal  encouragement of r e a l  
e s t a t e  i n v e s t k n t ,  and r i s i n g  r e a l  e s t a t e  market a c t i v i t y  and p r i ce s .  However, 
the  dec l ine  s i n c e  the mid-1970s t o  $3 b i l l i o n  i n  f i n a n c i a l  a s s e t s  a t  the end 
of 1981 has been almost a s  d r a s t i c  a s  the  e a r l i e r  r i s e .  Many REIT investments 
were r i s k y ,  h ighly  leveraged o r  specu la t ive ,  and r e s u l t e d  i n  l o s s e s  when i n t e r e s t  
rates rose  r a p i d l y  i n  1973-74 and bu i lde r s  were unable t o  complete cons t ruc t ion  
p r o j e c t s  p r o f i t a b l y ,  o r  t o  f i n d  s u f f i c i e n t  buyers or  leasees .  A s  Kidwell and 
Pe terson  have noted: ' 
Because of t h e i r  dec l ine ,  REITs do not play a  major r o l e  a s  f i n a n c i a l  
in te rmediar ies .  While many ind iv idua l  REITs own very sound a s s e t s ,  the  
bad p u b l i c i t y  t h a t  REITs, i n  genera l ,  experienced i n  the mid-1970s has 
made it d i f f i c u l t  f o r  them t o  a t t r a c t  new shareholders  and lenders ."  - 24/
D. Brokerage Firms and Investment Bankers 
Brokerage f i rms and investment bankers a r e  important f i n a n c i a l  i n s t i t u -  
t i o n s  but not in te rmediar ies ,  a s  descr ibed above, p. 8. They a r e  both i n s t i -  
t u t i o n s  engaged i n  d i r e c t  f inanc ing ,  t h a t  i 8  i n  br inging toge ther  borrowers 
24/ Kidwell and Peterson.  F inancia l  I n s t i t u t i o n s .  p. 382. -
who issue primary securities, such as stocks, bonds and mortgages, with lenders 
wishing to acquire such securities; they then receive commission fees for this 
service. Brokerage houses differ widely in size, geographic scope, kinds of 
securities handled, and other services provided, such as research and the under- 
writing of new issues. The latter is a function undertaken primarily by invest- 
ment bankers. 
For purposes of this paper, the principal interest in brokerage houses is 
the extent to which they have expanded their functions, in part through acquisi- 
tion of subsidiaries, or have been taken over by other financial or non-financial 
businesses. In either case, a wider array of financial services becomes avail- 
able from a single corporate firm. This kind of expansion is dealt with in more 
detail in the section of this paper on conglomerates. 
Investment bankers perform some of the same functions as brokerage houses, 
but the emphasis tends to be different. The most widely recognized function of 
an investment banker is the underwriting of corporate securities, i.e., guaran- 
teeing the sale of financial claims and marketing the new issues to investors. 
Often this is accomplished by a syndicate involving several different investment 
bankers and brokerage houses. A related function is the maintenance of a second- 
ary market in these securities. A secondary market is a "second-hand" market 
for previously sold securities. Trading in bonds and stocks and negotiating mer- 
gers and acquisitions are also major investment banking functions. 
E. The Federal Government as a Financial Institution 
To what extent the Federal Government should be considered a financial in- 
stitution, or a complex of financial institutions, may be a matter of some dif- 
ference of opinion. There is no question that through its power to obtain funds 
through taxation and borrowing and to spend appropriated funds it inexorably 
e x e r t s  a  tremendous impact on the economy. The Treasury,  a s  by f a r  t he  
l a r g e s t  borrower and debtor  i n  the Unlted S t a t e s  c r e d i t  markets,  has a  major 
in f luence  on the  a v a i l a b i l i t y  and c o s t  of c r e d i t  throughout the  Nation. The 
r e g u l a t o r y  a c t i o n s  of t he  Federa l  Reserve System inc lude  e s t a b l i s h i n g  reserve  
requirements  on bank depos i t s ,  s e t t i n g  t he  discount  r a t e ,  and undertaking open- 
market opera t ions  i n  Government s e c u r i t i e s .  These a c t i o n s  i n  the  aggregate  con- 
s t i t u t e  t he  Government's monetary po l i cy  and thus have a  major in f luence  not 
merely on the  f i n a n c i a l  system, but  on t he  e n t i r e  bus iness  community. I n  t h i s  
broad sense,  t he  f i n a n c i a l  opera t ions  of t h e  Federa l  Government a r e  wel l  beyond 
the  scope of t h i s  r epo r t .  
However, i f  w e  view t h e  r o l e  of t he  Federa l  Government more l i t e r a l l y  a s  a  
f i n a n c i a l  in te rmediary ,  t h a t  is an i n s t i t u t i o n  t h a t  t r a n s f e r s  funds from u l t i m a t e  
l ende r s  t o  u l t i m a t e  borrowers, we f i n d  c e r t a i n  Government c r e d i t  and mortgage 
opera t ions  t h a t  a r e  s u f f i c i e n t l y  s i m i l a r  t o  those of p r i v a t e  f i n a n c i a l  intermedi- 
a r i e s  t o  warrant  a t  l e a s t  a  summary overview. 
There a r e  a t  p resen t  more than 350 c r e d i t  programs, involv ing  Federa l  loans  
o r  l oan  guaran tees  t h a t  s e rve  mainly housing, a g r i c u l t u r e ,  educa t ion ,  small  busi- 
ness ,  and i n t e r n a t i o n a l  t rade .  Of t he se ,  204 a r e  d i r e c t  Federal  loan programs, 
whi le  154 provide Federa l  guarantees  o r  insurance  f o r  loans  made by the  p r i v a t e  
s e c t o r .  251 
Federa l  and f e d e r a l l y  a s s i s t e d  loans  ou ts tanding  reached a  t o t a l  of $676 b i l -  
l i o n  by the  end of f i s c a l  year  1981, compared t o  $217 b i l l i o n  ten years  e a r l i e r .  
This  growth i s  shown i n  Chart  2  ( s e e  page 31) .  
The Of f i ce  of Management and Budget i n  i t s  Spec i a l  Analysis  F, Federa l  
C r e d i t  Programs, c l a s s i f i e s  government a s s i s t e d  loan programs i n  t h r ee  ca t ego r i e s :  
25/ McMurtry, V i rg in i a  A. Improving Federa l  Debt Co l l ec t i on  P r a c t i c e s .  
~ o n ~ r z s i o n a l  Research Se rv i ce  Review, v ,  3 ,  December 1982. p. 10. 
Chart 2.  Federa l  and Fede ra l l y  Ass i s t ed  Cred i t  Outstanding.  
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Source: U.S. Of f i ce  of Management and Budget. The Bud- 
g e t  of t he  United S t a t e s  Government, 1983. s p e c i a l  Analysis  F. 
Federa l  Cred i t  Programs. p. 9. 
d i r e c t  l oans ,  guaranteed loans ,  and loans  by Government-sponsored but  p r i v a t e l y  
owned e n t e r p r i s e s .  The Of f i ce  of Management and Budget d e f i n e s  t he se  t h r e e  ca t e -  
g o r i e s  a s  fol lows:  
Di rec t  loans a r e  payments of cash ,  secured by a promise t o  repay 
the  Government. The promise t o  repay may be i n  t h e  form of  a  mort- 
gage, a  bond, a  debenture ,  o r  a  promisory n o t e .  Loan guaran tees  a r e  
agreements i n  which a  Government agency pledges t o  use Government 
funds,  a s  necessary ,  t o  secure  a  lender  a g a i n s t  d e f a u l t  on the  p a r t  
of t he  borrower. The loan guaran tee  i s  t h e  Federa l  ~ o v e r n m e n t ' s  con- 
t i ngen t  l i a b i l i t y ,  which may be l e s s  than the  f u l l  face  va lue  of t he  
loan. . .  . The major use of  loan  guaran tees  has  been t o  support  hous- 
i ng ,  but  i n  r ecen t  years  guaran tees  have i n c r e a s i n g l y  been used f o r  
o the r  purposes.  Government-sponsored e n t e r p r i s e s  have been e s t a b l i s h e d  
and char te red  by the  Federal  Government t o  per form s p e c i a l i z e d  c r e d i t  
func t ions .  They a r e  f i n a n c i a l  i n t e r m e d i a r i e s ,  designed t o  f a c i l i t a t e  
the  f inanc ing  of s e l ec t ed  k inds  of economic a c t i v i t y . .  . . They a r e  
a l l  p r i v a t e l y  owned and most a r e  independent of Federa l  c o n t r o l  t o  
a  s u b s t a n t i a l  degree . .  . . They a r e  a l l  s u b j e c t ,  however, t o  some form 
of F e d e r a l  s u p e r v i s i o n ,  and by law o r  r.y custom they c o n s u l t  w i t h  t h e  
Treasury  Department i n  planning t h e  market ing of t h e i r  d e b t .  26 /  -
Table  3 ( s e e  page 33)  l ist8 t h e  deb t  o u t s t a n d i n g  of t h e  major c r e d i t  programs 
i n  each of t h e s e  t h r e e  c a t e g o r i e s .  I n d i v i d u a l  programs a r e  then d e s c r i b e d  b r i e f l y .  
The F e d e r a l  N a t i o n a l  Mortgage A s s o c i a t i o n  ("Fanny Mae") is  a major government- 
sponsored but  p r i v a t e l y  owned c r e d i t  agency. It i s  under t h e  r e g u l a t i o n  of t h e  
Department of Housing and Urban Development, and t h e  T r e a s u r y  Department. F i v e  
of i t s  d i r e c t o r s  a r e  appo in ted  by t h e  P r e s i d e n t .  I ts primary purpose is  t o  improve 
t h e  l i q u i d i t y  of t h e  mortgage market by p rov id ing  secondary market f a c i l i t i e s .  271 
The F e d e r a l  Home Loan Bank System, c r e a t e d  i n  1932,  p rov ides  a f l e x i b l e  
c r e d i t  r e s e r v e  f o r  member sav ings  i n s t i t u t i o n s  engaged i n  home mortgage l e n d i n g ,  
t h e r e b y  p rov id ing  l i q u i d i t y  t o  mortgage l e n d e r s .  The F e d e r a l  Home Loan Bank Board 
c h a r t e r s  and s u p e r v i s e s  a l l  F e d e r a l  s a v i n g s  and l o a n  a s s o c i a t i o n s .  Membership 
i n  the .  system i s  open t o  t h r e e  major types  of mortgage l e n d i n g  i n s t i t u t i o n s :  
s a v i n g s  and l o a n  a s s o c i a t i o n s ,  i n s u r a n c e  companies, and mutual s a v i n g s  banks. 
Over 95 p e r c e n t  of t h e  members are s a v i n g s  and l o a n  a s s o c i a t i o n s .  The most im- 
p o r t a n t  f u n c t i o n  of t h e  system is  t h a t  of l end ing  funds t o  member i n s t i t u t i o n s .  
The F e d e r a l  Home Loan Mortgage Corpora t ion  ( " F r e d d i e  Mac") was c r e a t e d  i n  
1970  t o  s e r v e  members of t h e  F e d e r a l  Home Loan Bank System. It purchases  conven- 
t i o n a l  mortgages ,  i n c l u d i n g  p a r t i c i p a t i o n s  a s  w e l l  a s  whole mortgages,  and mar- 
k e t s  mortgage-backed s e c u r i t i e s ,  the reby  encouraging a p r i v a t e  secondary market 
i n  such mortgages.  
The t h r e e  groups t h a t  comprise t h e  Farm C r e d i t  System under t h e  Farm C r e d i t  
A d m i n i s t r a t i o n  a r e :  ( 1 )  t h e  F e d e r a l  Land Banks which make long-term l o a n s  on 
2 6 1  U.S. O f f i c e  of Management and Budget. The Budget of t h e  United S t a t e s  
~ o v e r G e n t ,  1983. S p e c i a l  A n a l y s i s  F, F e d e r a l  C r e d i t  Programs. Washington, 
February  1982. p. 29,  39. 
2 7 1  Hand, John H. Government Lending Agencies [ i n ]  Polakoff and Durkin.  
F i n a n z a l  I n s t i t u t i o n s .  p. 218. 
Table 5. Principal Federal and Federally Assisted Credit Programs: 
Loans Outstanding as of September 30, 1981 
I. Government-Sponsored Enterprises: 
Federal Home Loan Banks 
Federal National Mortgage Association 
Federal Home Loan Mortgage corporation 
Farm Credit Administration: 
Federal Land Banks 
Federal Intermediate Credit Banks 
Banks for Cooperatives 
TOTAL 
Direct Government Loan Programs: 
(in billions of dollars) 
Export-Import Bank 15.8 
International development assistance 11.9 
Other international security assistance 5.2 
Commodity Credit Corporation 6.2 
Public Law 480 long-term agricultural export credits 7.7 
Government National Mortgage Association 4.3 
Other Housing and Urban Development Department programs 8.7 
Foundation for Education Assistance 5.7 
Small Business Administration 9.1 
All other 16.8 
TOTAL 102.1 
111. Guaranteed Loan Transactions--Loans Guaranteed: 
Federal Housing Administration 
Veterans Administration (housing) 
HUD-subsidized low-rent public housing 
Farmers Home Administration 
Rural Electrification Administration 
Foundat ion for Education Assistance 
International security assistance 
Small Business Administrat ion 




GRAND TOTAL (I, 11, and 111) 676.3 
Source: U.S. Office of Management and Budget. Budget of the United States 
Government, 1983. Special Analysis F. Federal Credit Programs. Washington, 
February 1982. Tables F-3, F-6, and F-8. 
farm or rural real estate through local Federal Land Bank Associations; (2) the 
Federal Intermediate Credit Banks which provide short- and intermediate-term loan 
funds to production credit associations and other institutions financing farmers, 
ranchers, rural homeowners, owners of farm-related businesses, and commercial 
fisherman; and (3) Banks for Cooperatives which make loans of all kinds to agri- 
cultural and aquatic cooperatives. These institutions obtain funds primarily 
through the sale of securities to investors in the nation's capital markets. 
The Student Loan Marketing Association was created in 1972 and is empowered 
to buy and sell issued student loans guaranteed by the Department of Health, 
Education and Welfare. However, since the Federal Financing Bank (part of the 
Treasury Department) was established in 1974, Sallie Mae has borrowed exclusive- 
ly from it. (The Federal Financing Bank was established by an act of Congress 
(P.L. 93-224) on December 29, 1973, to assure efficient financing of guaranteed 
loans and to reduce borrowing cost. It serves as a financial intermediary for 
Federal credit agencies .) 
In contrast to the Government-sponsored credit agencies described above, the 
Federal credit agencies are owned by the Federal Government, which provide di- 
rect loans and guarantees of private loans, often involving a subsidy to borrow- 
ers and a loss to the Treasury. 
Of these, as in the case of Government-sponsored credit agencies, the lar- 
gest program involves housing. The Government National Mortgage Association 
(Ginnie Mae) was created in 1968 when the Housing and Urban Development Act 
split the Federal National Mortgage Association into two parts: one, Fannie Mae, 
the privately financed agency, already described above; the other, Ginnie Mae, 
the Federal agency given responsibility for subsidized housing programs under 
the Department of Housing and Urban Development. Ginnie Mae's mortgage-backed 
securities program provides secondary market financing for most FHA-insured and 
VA-insured home loans. This is done to a large extent by issuance of pass-through 
s e c u r i t i e s ,  so c a l l e d  s i n c e  they pass thkough a l l  payments of i n t e r e s t  and pr in-  
c i p a l  received on a  pool of mortgage loans insured  by Ginnie  Mae. Pass-through 
s e c u r i t i e s  have proved to  be popular instruments  i n  t he  c a p i t a l  markets. By t h e  
end of 1981, GNMA had about $106 b i l l i o n  i n  pass-through s e c u r i t i e s  ou ts tanding .  
The remaining c r e d i t  agency programs can be mentioned more b r i e f l y .  Farm- 
e r s  Home Adminis t ra t ion  ope ra t e s  a  broad range of r u r a l  c r e d i t  programs, of 
which the  most s i g n i f i c a n t  a r e  farm ownership and farm ope ra t i ng  loans.  It 
makes loans  from t h r e e  revolving funds ( A g r i c u l t u r a l  C r e d i t  Insurance  Fund, 
Rural  Housing Insurance  Fund, and Rural  Development In su rance  Fund). 
The Federa l  Housing Adminis t ra t ion  admin i s t e r s  many loan  guaran tee ,  d i r e c t  
loan ,  and mortgage 10- insurance prop-sms. I t s  mortgage and loan insurance  
programs were designec pr in  iPy  f -ies who may be unable t o  ob t a in  a  mort- 
gage without  Federa l  insurance.  However, they in su re  mortgage loans  f o r  a l l  com- 
e r s ,  provided s tandards  a r e  m e t  and the  loans  a r e  w i th in  l e g a l  mortgage c e i l i n g s .  
S imi l a r  i n  some r e spec t s  a r e  t he  Veterans Adminis t ra t ion  programs of d i r e c t  
mortgage loans  and guaranteed and insured  loans  f o r  home purchase,  renovat ion ,  
and r e p a i r ,  f o r  e l i g i b l e  ve te rans .  
The Small Business Adminis t ra t ion  ope ra t e s  two p r i n c i p a l  loan  programs. I ts  
d i s a s t e r  loan program provides  loans  and loan  guaran tees  f o r  v i c t ims  of n a t u r a l  
d i s a s t e r s .  Its business  loan program provides  d i r e c t  l o a n s ,  p a r t i c i p a t i o n  i n  loans  
made by p r i v a t e  l ende r s ,  and guaran tees  of p r i v a t e  c r e d i t .  It a l s o  makes loans  t o  
Small Business  Investment Companies which i n  t u rn  a s s i s t  small bus iness  concerns.  
The Export-Import Bank f a c i l i t a t e s  U.S. export  t r a d e  by making d i r e c t  l oans  
and guaranteeing p r i v a t e  loans  f o r  t h i s  purpose. 
The Rura l  E l e c t r i f i c a t i o n  Adminis t ra t ion  provides  low i n t e r e s t  l oans  t o  co- 
o p e r a t i v e s ,  power companies, m u n i c i p a l i t i e s  and o the r  q u a l i f i e d  s u p p l i e r s  of 
power and telephone s e r v i c e  i n  e l i g i b l e  r u r a l  communities. 
The Commodity Cred i t  Corporat ion makes s h o r t  term loans t o  farmers who 
pledge t h e i r  crops a s  c o l l a t e r a l .  It a l s o  provides loan guarantees  t o  he lp  
f inance  the  s a l e  of U.S. a g r i c u l t u r a l  commodities t o  developing na t ions .  
The e x t e n t  and breadth of t h i s  range of Federa l  and f e d e r a l l y  sponsored c r e d i t  
agencies  suggest  t h a t  they have had a  major impact on the s t r u c t u r e  and ope ra t i ons  
of t h e  p r i v a t e  f i n a n c i a l  i n s t i t u t i o n s  of t he  country.  Ce r t a in ly  i n  some a r e a s ,  
notably housing, the e n t i r e  f i n a n c i a l  segment of the i ndus t ry  has been r a d i c a l l y  
a l t e r e d  by t h e  Federa l  involvement i n  mortgage lending ,  mortgage guaran tees ,  and 
mortgage insurance.  The net impact of Government involvement i n  c r e d i t  and c r e d i t  
insurance  programs remains d i f f i c u l t  t o  a s se s s .  C lea r ly  c e r t a i n  segments of the  
community have bene f i t t ed  from being ab l e  t o  ob t a in  more favorab le  c r e d i t  terms 
than were a v a i l a b l e  t o  them i n  the  p r i v a t e  s e c t o r .  On the  o the r  hand, t he  c o s t s  
of t he se  programs i n  which a  subsidy is  involved represen t  a  burden t o  the  taxpayer 
and to  compet i t ive  segments of the  economy which do not ' r ece ive  the subsidy. A s  
a  r ecen t  Congressional  Research Serv ice  I s s u e  Brief  concludes: 
I n  summary, t h e  r e a l l o c a t i o n  of c r e d i t  r e s u l t i n g  from Federa l  c r e d i t  
programs imposes s u b s t a n t i a l  c r e d i t  access  c o s t s  and higher  i n t e r e s t  
c o s t s  on unas s i s t ed  p o t e n t i a l  borrowers. Furthermore, higher  i n t e r e s t  
c o s t s  on U.S. Government s e c u r i t i e s  occur s i n c e  Federa l  c r e d i t  programs 
r a i s e  t he  t o t a l  demand f o r  loanable  funds and thus i n t e r e s t  r a t e s .  - 281 
Another f a c t o r  t o  be considered is  t h a t  Federa l  lending programs which pre- 
vented t h e  co l l apse  o r  d e t e r i o r a t i o n  of p a r t i c u l a r  businesses  o r  segments of the  
economy may have had a  s t imu la t i ng  e f f e c t  i n  prevent ing or  minimizing the c o s t s  
of bus iness  f a i l u r e  and the  depths of business  r eces s ion  and i n  providing a  s t imulus 
f o r  economic growth and recovery. More s p e c i f i c a l l y ,  the fol lowing conc lus ions ,  
by John H. Hand, may be warranted: 
The usual  case  f o r  i n t e r v e n t i o n  i s  t h a t  government can a l l e v i a t e  
r eces s ions ,  c o r r e c t  imperfect ions in the  market,  encourage a c t i v i t i e s  
28/ U.S. L ibrary  of Congress. Congressional Research Serv ice .  Federa l  
~ r e d i r ~ u d ~ e t  [by]  James Bickley. Washington, D.C.,  October 7 ,  1982. 10 p. 
( I s s u e  Br ie f  No. 82055) 
t h a t  have values t ranscending economic rewards, and r e d i s t r i b u t e  in- 
come. A l l  four  j u s t i f i c a t i o n s  have been used a t  one time o r  another  
i n  support of e x i s t i n g  and proposed government c r e d i t  programs. 
The r o l e  of f e d e r a l  c r e d i t  agencies  i n  the f i n a n c i a l  system i s  sig- 
n i f i c a n t :  a t  the  end of 1978, they had provided $296 b i l l i o n  i n  d i r e c t  
c r e d i t  t o  the  p r i v a t e  s e c t o r  and guaranteed $211 b i l l i o n  of p r i v a t e  
c r e d i t .  However, these  magnitudes do not n e c e s s a r i l y  prove t h a t  fed- 
e r a l  c r e d i t  programs e i t h e r  add to  gross  n a t i o n a l  product o r  even re- 
a l l o c a t e  c r e d i t  t o  the  favored sec to r s .  Extension of c r e d i t  cannot 
have the  same e f f e c t  a s  a  g i f t  o r  a  purchase of goods and se rv i ces .  I n  
f a c t ,  i f  no subsidy i s  involved,  f e d e r a l  c r e d i t  programs probably have 
no e f f e c t  on the  economy a t  a l l  beyond t h a t  provided by p r i v a t e  finan- 
c i a l  i n s t i t u t i o n s .  Some of the l a r g e s t  programs o f f e r  only the impli-  
c i t  subsidy of passing on the  government's lower borrowing c o s t s  t o  
t h e i r  p r iva te -sec tor  customers. Even i f  a s i g n i f i c a n t  subsidy is of- 
f e r e d ,  t h e r e  a r e  many p o s s i b i l i t i e s  f o r  t he  e f f e c t s  t o  be d i s s i p a t e d  
before they reach the  intended benef ic ia ry .  They inc lude  the follow- 
ing: t he  program w i l l  b e n e f i t  many who would have borrowed and spent  
without any subsidy, and so provides no s t imulus  t o  spending beyond 
t h a t  induced by the  income t r a n s f e r ;  government c r e d i t  agencies  sell 
many of t h e i r  s e c u r i t i e s  t o  i n s t i t u t i o n s  making loans  i n  the a r ea  t o  
be subsidized o r  t o  i nd iv idua l s  with d e p o s i t s  i n  such i n s t i t u t i o n s ;  
some programs a id  lending i n s t i t u t i o n s  and not u l t ima te  borrowers,  
a l lowing the  i n s t i t u t i o n s  to  use the  funds f o r  l i q u i d i t y  o r  o the r  pur- 
poses not r e l a t e d  t o  c r e d i t  a id ;  s e c t o r  spending may not be s e n s i t i v e  
t o  changes i n  c r e d i t  condi t ions ;  and increased  spending i n  a  s e c t o r  
rece iv ing  c r e d i t  a i d  may come a t  the  expense of spending i n  o the r  sec- 
t o r s ,  r e s u l t i n g  i n  no inc rease  i n  GNP. Empir ical  s t u d i e s  of f e d e r a l  
c r e d i t  i n  the  housing s e c t o r  suggest t h a t  the  e f f e c t s  of the programs, 
while  t ang ib l e ,  a r e  s t i l l  q u i t e  small  given the  s i z e  and s u b s i d i z a t i o n  
of the programs. " 291 
F. Conglomerate Firms 
A l a r g e  number of f f m s  overlap the  s p e c i f i c  types of bus inesses  descr ibed 
above. For purposes of t h i s  r e p o r t ,  they w i l l  be grouped toge the r  under t he  
genera l  heading of conglomerates, t h a t  i s  bus inesses  with s u b s i d i a r i e s ,  
branches, o r  func t ions  t h a t  transcend one of the  c a t e g o r i e s  mentioned above. 
I n  cons ider ing  f i n a n c i a l  conglomerates, four  kinds may be d i s t i ngu i shed :  ( 1 )  
those t h a t  have long been engaged i n  a  m u l t i p l i c i t y  of e n t e r p r i s e s ,  inc luding  
291 Hand, John R. [ i n ]  Polakoff and Durkin. F inanc ia l  I n s t i t u t i o n s .  p. 236- -
237. See a l so :  U.S. Library  of Congress. Congressional  Research Service.  Capi- 
t a l ,  C red i t ,  and Crowding Out: Cycles and Trends f n  Flows of Funds over Three 
Decades [by] W i l l i a m  Jackson. Washington, D.C., Aug. 1, 1982. p. 41-54. (CRS 
Report No. 82-142E) 
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financial enterprises, probably the chief examples being American Express and 
Gulf and Western; (2) those companies that are primarily in non-financial busi- 
nesses but which by acquistions and mergers have undertaken major functions that 
parallel those of financial institutions; this is a large and rapidly growing 
group that includes such firms as Sears Roebuck, National Steel, Xerox, and 
American Can; (3) non-depository financial institutions which have by merger or 
acquisition entered into financial activities that had once been the prerogative 
of other kinds of non-depository institutions, such as Merrill Lynch, Prudential 
Insurance, and Beneficial Corporation; and (4) depository or non-depository 
institutions that have expanded their operations into areas of other depository 
and nondepository financial institutions. This categorization is necessarily 
somewhat arbitrary. Several firms could arguably be allocated in a different, 
or more than one, category. Examples of each of these four kinds of conglomer- 
ates wlll be described. 
\ 
This trend towards conglomeration is continuing at a rapid pace with an- 
nouncements of mergers, acquisitions, take-overs, and new packages of financial 
services appearing almost daily. Some of the impetus for merger comes from 
the belief that it is both profitable and technically feasible to offer within 
a single institution a much broader range of financial services than has been 
available heretofore, particularly for savers and investors of relatively modest 
means. Non-depository institutions such as brokerage houses and mutual funds 
have begun providing such services as interest-bearing check-like accounts, loans, 
and installment credit, that had traditionally been offered only by depository 
institutions. In addition to investment of consumers' funds in stocks or money 
market or other mutual funds, non-depository institutions have had the advantage 
of being exempt from interest rate ceilings, reserve requirements, geographic 
l i m i t s  o r  r e s t r i c t i o n s  on the types of b i s i n e s s  i n  which they  may engage. 301 
This  trend has, not  unexpectedly, l e d  t o  counter  moves by depos i to ry  i n s t i -  
t u t i o n s  t o  ge t  laws and r egu la t ions  amended t o  permit h igher  i n t e r e s t  r a t e s ,  ex- 
pansion of opera t ions  on an  i n t e r - s t a t e  b a s i s ,  e n t r y  i n t o  brokerage s e r v i c e s ,  
and d i r e c t  e n t r y  i n t o  the money market f i e l d .  Obviously these  t rends  have been 
both cause and e f f e c t  of r egu la to ry  changes, which have occurred i n  recent  years  
and which can be expected t o  continue. 
1. Long-existing conglomerates of f i n a n c i a l  and non-financial bus inesses .  
Perhaps the  best-known companies i n  t h i s  category a r e  t h e  American Express COP 
pany and Gulf and Western I n d u s t r i e s ,  Inc .  American Express Company, with i t s  
s u b s i d i a r i e s ,  is a worldwide s e r v i c e  organiza t ion  p r imar i ly  providing t r a v e l  re- 
l a t e d  s e r v i c e s ,  insurance s e r v i c e s ,  i n t e r n a t i o n a l  banking s e r v i c e s  and investment 
s e rv i ces .  I ts wholely owned subs id i a ry ,  Shearson/American Express,  which r e s u l t -  
ed from the  a c q u i s i t i o n  of Shearson Loeb Rhoades, Inc .  i n  1981, s e r v i c e s  the  in- 
vestment needs of i nd iv idua l ,  i n s t i t u t i o n a l ,  corpora te  and government c l i e n t s  and 
i s  t h e  second l a r g e s t  investment banking and brokerage f i rm i n  the  United S t a t e s ,  
i n  terms of c a p i t a l .  Through i ts  ownership of t h e  Boston Company, a one-bank 
holding company, i t  c o n t r o l s  the Boston Sa fe  Deposit  and Trus t  Company, a S t a t e -  
char te red  t r u s t  company t h a t  accepts  depos i t s  but  does not make commercial loans .  
It o f f e r s  a F inanc ia l  Management Account, similar to  M e r r i l l  Lynch's Cash Manage- 
ment Account. 311 -
Gulf and Western I n d u s t r i e s ,  Inc.  is a d i v e r s i f i e d  f i rm  ope ra t ing  i n  seven 
major a r e a s  : manufacturing, consumer and a g r i c u l  t u r d  products ,  l e i s u r e  t ime, 
301 For a survey of l i n k s  between banking companies and non-banks d iv ided  
i n t o  Gnbank  competi tors  and s e r v i c e  f i rms ,  see: Gross,  Laura. Bank Links 
wi th  Nonbanks Boom i n  Experimental Craze t o  Compete. American Banker, Aug. 20, 
1982. p. 1-58, passim. 
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a p p a r e l  and home f u r n i s h i n g s ,  automobi le  and b u i l d i n g  p r o d u c t s ,  n a t u r a l  r e s o u r c e s ,  
and f i n a n c i a l  s e r v i c e s .  F i n a n c i a l  s e r v i c e s  accounted f o r  22.5 p e r c e n t  of i t s  
o p e r a t i n g  income i n  f i s c a l  year  1981. I t s  f i n a n c i a l  s e r v i c e s  a r e  provided p r i -  
m a r i l y  through two s u b s i d i a r i e s ,  A s s o c i a ~ e s  F i r s t  C a p i t a l  Corpora t ion  and Provi-  
dence C a p i t a l  I n t e r n a t i o n a l  I n s u r a n c e ,  L t d ,  The former ,  through s u b s i d i a r i e s ,  
engages i n  i n d u s t r i a l  and consumer loan  s e r v i c e s ,  t h e  l a t t e r  i n  a broad range of 
insurance  and pension s e r v i c e s  on a  worldwide s c a l e .  I n  1980, Gulf and Western 
acqu i red  t h e  F i d e l i t y  N a t i o n a l  Bank of Concord ( C a l i f . )  which s t i l l  p rov ides  
u s u a l  banking s e r v i c e s ,  excep t  f o r  commercial l o a n s .  It has  major s t o c k  hold- 
i n g s  i n  o t h e r  banks a s  w e l l .  
Baldwin-United C o r p o r a t i o n ,  e s t a b l i s h e d  o r i g i n a l l y  i n  1862 a s  a  major Amet- 
i c a n  piano m a n u f a c t u r e r ,  h a s  s i n c e  become a  d i v e r s i f i e d  f i n a n c i a l  company with  
mus ica l  i n s t r u m e n t s  a c c o u n t i n g ,  i n  1981, f o r  l e s s  than  5 percen t  o f  i t s  t o t a l  
revenues.  I n  1981, 78 percen t  o f  i t s  revenues  came from i n s u r a n c e  o p e r a t i o n s ,  
5 p e r c e n t  from s a v i n g s  and loan a c t i v i t i e s ,  and 12 p e r c e n t  from o t h e r  f i n a n c i a l  
s e r v i c e s ,  i n c l u d i n g  l e a s i n g ,  r e a l  e s t a t g e  mortgages ,  t r a d i n g  stamps,  and s p e c i a l -  
i zed  s o f t w a r e ,  computing and c o n s u l t i n g  s e r v i c e s .  I n  1974 and 1975 i t  a c a u i r e d  
n i n e  Colorado banks and ob ta ined  an i n t e r e s t  i n  t h r e e  more. As of  Dec. 31, 1980, 
it d i v e s t e d  i t s e l f  of t h e s e  banks bu t  r e t a i n e d  a  92 p e r c e n t  non-voting i n t e r e s t  
i n  t h e  p a r t n e r s h i p  which acqu i red  t h e s e  banks.  I n  1982, i t  acqu i red  Mortgage 
Guarantee Insurance  C o r p o r a t i o n ,  t h e   ati ion's l a r g e s t  p r i v a t e  i n s u r e r  of mort- 
gages.  
2 .  Non-f inancia l  companies which have by a c q u i s i t i o n  o r  o the rwise  become 
major f i n a n c i a l  f i r m s  a s  w e l l .  
Of t h e s e ,  S e a r s  Roebuck i s  probably  t h e  most conspicuous .  It i s  t h e   ati ion's 
l a r g e s t  r e t a i l  c h a i n  and now appears  t o  be w e l l  on i t s  way t o  becoming t h e    at ion's 
l e a d i n g  f i n a n c i a l  depar tment  s t o r e  a s  w e l l .  
I ts  subs id i a ry ,  A l l s t a t e  Insurance  Company, has long been one of the  Na- 
t i o n ' s  l a r g e s t  insurance companies, o f f e r i n g  l i f e ,  p rope r ty  and c a s u a l t y  in- 
surance  a s  wel l  a s  automobile,  and o the r  secured i n s t a l l m e n t  consumer loans .  
Coldwell Banker & Co., acquired i n  1981, was t h e  Nat ion ' s  l a r g e s t  independent 
r e a l  e s t a t e  broker.  It o f f e r s  s e r v i c e s  i n  r e a l  e s t a t e  brokerage,  mortgage bank- 
ing ,  and r e a l  e s t a t e  and c a p i t a l  management s e rv i ce s .  Dean W i t t e r  Reynolds, a 
1 
major brokerage f i rm  a l s o  acquired i n  1981, engages i n  a broad range of f inan-  
c i a l  s e rv i ce s .  It has promoted a n  Act ive  Assets Account s i m i l a r  t o  M e r r i l l  
Lynch's Cash Management Account, z/ i nc lud ing  a money market and two o t h e r  
mutual funds,  f r e e  check-writing p r i v i l e g e s ,  a VISA ca rd ,  and access  t o  i nves t -  
ment counselors .  Sea r s '  subs id i a ry ,  A l l s t a t e  Savings and Loan Assoc i a t i on ,  con- 
duc t s  sav ings  and loan opera t ions  i n  50 branches i n  C a l i f o r n i a .  Sea r s  a l s o  has  
a c r e d i t  ca rd  business  with more than 20 m i l l i o n  customers,  a nationwide network 
of more than  1,000 o f f  i c e s  and ready access  t o  t he  commercial paper market. I n  
J u l y ,  1982, Sears  Roebuck opened f i n a n c i a l  s e r v i c e  c e n t e r s  i n  e i g h t  of i ts s t o r e s ,  
o f f e r i n g  insurance ,  r e a l  e s t a t e  and brokerage s e r v i c e s  i n  each c e n t e r .  
Another r e t a i l e r ,  tending i n  t he  same d i r e c t i o n ,  a l t h o r g h  of course  on a 
much more l i m i t e d  s c a l e ,  i s  Kroger Company, a l e ad ing  r e t a i l  food chain.  It 
announced i n  September, 1982, t h a t  i t  w i l l  o f f e r  a v a r i e t y  of f i n a n c i a l  s e r v i c e s  
a t  s e l e c t e d  s t o r e s  t o  be managed a s  a j o i n t  ven ture  w i th  C a p i t a l  Holding Corpor- 
a t i o n .  C a p i t a l  Holding Corporat ion would o f f e r  automobile ,  homeowner, r e n t e r s  
and condominium insurance and th ree  k inds  of l i f e  insurance.  By subcon t r ac t  
wi th  t h e  Vanguard Group of Investment Companies, C a p i t a l  Holding Corporat ion 
would a l s o  o f f e r  two money market funds,  t h r e e  bond mutual funds,  and two common 
s tock  mutual funds.  
321 See p. 43 below. -
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I n  1980, the Nat ional  S t e e l  Corporation acquired a  major savings and loan 
holding company, t he  United F inanc i a l  Corporat ion of Ca l i fo rn i a .  Nat ional  S t e e l  
a l s o  bought the  West Side Federal  Savings and Loan Associat ion i n  New York and 
Washington Savings and Loan Associat ion i n  ~ l o r i d a .  us ing  t h e  common name, F i r s t  
Nationwide Savings,  t he  Nat ional  S t e e l  t h r i f t  u n i t s  o f f e r  most bank s e r v i c e s ,  
including savings and consumer checking accounts .  
American Can Company en te red  the  insurance bus iness  i n  1982 bv acqui r ing  
the  Associated Madison Companies, a  genera l  insurance company, and the  Transport  
L i f e  Insurance Company, and has  announced an agreement t o  acqui re  Penncorp Fi- 
nanc ia l  Inc . ,  a l s o  a  gene ra l  insurance company. I f  t he  Penncorp acqu i s t i on  i s  
approved by d i r e c t o r s  and s tockholders  of both companies, American c a n ' s  f i n a n c i a l  
s e r v i c e  s e c t o r  would rank i t  among the  top 35 l i f e  insurance f i rms i n  t h e  country 
and i t s  insurance  s e c t o r  would account f o r  over 25 percent  of i t s  n e t  income, ac- 
cording t o  William S.  Woodside, chairman and ch i e f  execut ive  o f f i c e r  of American 
Can. 
Phibro Corpora t ion ,  a lead ing  i n t e r n a t i o n a l  merchant supp l i e r  of i n d u s t r i a l  
raw m a t e r i a l s ,  merged with Salomon Brothers  i n  October 1981 t o  become Phibro- 
Salomon. Salomon Brothers  i s  a  lead ing  investment f i rm whose s e r v i c e s  inc lude  
managing publ ic  and p r i v a t e  f inancing i n  t h e  debt  and e q u i t y  markets ,  and a c t i n g  
as f i n a n c i a l  advisor  t o  corpora t ions  and sovereign governments. 
Xerox co rpo ra t i on ,  on September 21, 1982, announced i t s  a c q u i s i t i o n  of 
Crum and F o r s t e r ,  t he  n a t i o n ' s  15th l a r g e s t  property-casual ty  i n s u r e r  with 1981 
premium volume of $1.6 b i l l i o n .  
RCA Corporat ion acquired C. I .T. F inanc ia l  Corporat ion,  e f f e c t i v e  i n  1980. 
C.I.T. F inanc i a l  i s  one of  t h e  lead ing  consumer f inance  companies of t he  Nation 
with 741 o f f i c e s ,  and i s  a l s o  engaged i n  insurance and manufacturing. 
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3 .  Non-depository f i n a n c i a l  i n s t i t u t i o n s  t h a t  have expanded i n t o  new f i -  
nanc ia l  a r e a s ,  by a c q u i s i t i o n  o r  otherwise.  M e r r i l l  Lynch and Co. through i t s  
wholly owned subs id i a ry ,  M e r r i l l  Lynch, p i e r c e ,  Fenner & smith i s  t he  l a r g e s t  
U.S. f i rm i n  the  s e c u r i t i e s  indus t ry .   erri ill Lynch, P i e r c e ,  Fenner & Smith has 
entered such quasi-banking a c t i v i t i e s  a s  money market funds and cash management 
accounts.  I t s  Cash Management Account, introduced i n  1977, combines convent ional  
brokerage s e r v i c e s ,  a  checking account a t  Rank One of Columbus ( ~ h i o ) ,  a  VISA 
card a t  t h e  bank, and a  money market fund, a v a i l a b l e  t o  customers wi th  a  minimum 
of $20,000 in  cash and/or s e c u r i t i e s  on d e p o s i t .  I t s  Cash Management Account 
has  been widely imi ta ted  i n  1981 and 1982, a s  a l r eady  noted above. M e r r i l l  Lynch 
and Co. i s  a l s o  involved i n  l i f e  insurance ,  r e a l  e s t a t e ,  investment banking, em- 
ployee r e l o c a t i o n  s e r v i c e s ,  and management consu l t i ng  se rv i ces .  I n  t h e  unregu- 
l a t ed  overseas market,  M e r r i l l  Lynch has en tered  the  c o m e r c i a 1  banking bus iness .  
The P ruden t i a l  Insurance Company of America i s  t h e  l a r g e s t  insurance  company 
i n  the world in  terms of admitted a s s e t s .  It has numerous s u b s i d i a r i e s  involved 
i n  r e a l  e s t a t e  ownership, development and l e a s i n g ,  h e a l t h  c a r e ,  housing r ehab i l -  
i t a t i o n ,  buying, s e l l i n g  and opera t ing  farmland, and brokerage s e r v i c e s .  The 
l a t t e r  r e s u l t e d  from the  acqu i s t i on  of t h e  Bache Group, a  major brokerage f i rm.  
Bache o f f e r s  i t s  own ve r s ion  of a  cash management s e r v i c e .  
Household I n t e r n a t i o n a l  Inc . ,  formerly Household Finance Corporat ion,  i n  
add i t i on  t o  providing consumer loans and o ther  f i n a n c i a l  s e r v i c e s ,  a l s o  i s  a  
major r e t a i l e r ,  manufacturer ,  and c a r  r e n t a l  company. Among i t s  f i n a n c i a l  oper- 
a t i o n s ,  i t  owns: (1) 99 percent  of Val ley National  Rank, wi th  seven o f f i c e s  i n  
northern C a l i f o r n i a ;  ( 2 )  Household Federal  Savings and Loan Assoc ia t ion ,  with 15 
o f f i c e s  i n  Southern C a l i f o r n i a ;  and ( 3 )  31 t h r i f t s  and i n d u s t r i a l  banks i n  t h r e e  
S t a t e s  and Canada. 
Benef i c i a l  Corporat ion,  p r imar i l y  a  consumer f inance  company, through sub- 
s i d i a r i e s  a l s o  l e a s e s  equipment, owns a  commercial bank i n  Wilmington, Delaware, 
and a  l a r g e  sav ings  and loan company i n  Texas, has  an ex tens ive  insurance busi-  
ness  and i s  a l s o  involved i n  r e t a i l  t r a d e ,  p a r t i c u l a r l y  through i t s  subs id i a ry ,  
Western Auto Supply Company. 
4. Deposi tory i n s t i t u t i o n s  t h a t  have expanded, o r  a r e  i n  the process of 
expanding, i n t o  o t h e r  f i n a n c i a l  a reas .  Some of  t he se  expanded a c t i v i t i e s ,  i n  
p a r t  made poss ib l e  by new l e g i s l a t i o n  and amended r e g u l a t i o n s ,  have a l r eady  been 
mentioned. Some of t h i s  expansion may be considered t o  be con t r a ry  t o  the  sp i r -  
i t ,  i f  not  the l e t t e r  of t he  Glass-Steagal l  Act. 331 
C i t i c o r p ,  t h e  holding company t h a t  owns Ci t ibank ,  t he  second l a r g e s t  bank 
i n  the United S t a t e s ,  measured by d e p o s i t s ,  a l s o  owns Diners Club, Carte  Blanche 
and Choice c r e d i t  c a r d s ,  a s  well as Nationwide F inanc i a l  Serv ices  Corporat ion,  
a  f inance  company with 480 o f f i c e s  ope ra t i ng  i n  f o r t y  S t a t e s  and the D i s t r i c t  
of Columbia. I t  has  e s t a b l i s h e d  a  mortgage lending o f f i c e  i n  met ropol i tan  Wash- 
ing ton ,  D.C., and has  s e t  up t r a v e l  planning s e r v i c e s  a v a i l a b l e  t o  i t s  7.5 mi l l i on  
c r e d i t  card ho lde r s .  It has  obtained the  approval  of  both t he  Federal  Home Loan 
Bank Board and the  Federal  Reserve Board t o  acqui re  F i d e l i t y  Savings and Loan 
Company of San Franc isco ,  t he  21st  l a r g e s t  savings and loan company i n  t he  1Jnited 
S t a t e s .  341 -
BankAmerica Corporat ion,  the  one-bank holding company owning Bank of Ameri- 
ca  N.T.&S.A., t h e  l a r g e s t  commercial bank i n  the  United S t a t e s ,  has  announced 
i t s  i n t e n t i o n  to  acqui re  the  d i scount  brokerage f i rm Charles  Schwab 6 Co., 
33/ See p. 13-14 above. -
34/  See: Hector ,  Gary. C i t i c o r p  Goes West. Fortune,  November 1982. 
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sub jec t  t o  r egu la to ry  approval .  Other s u b s i d i a r i e s  of Bank ~ m e r i c a  a r e  engaged 
i n  consumer f i nance ,  d a t a  process ing ,  computer l e a s i n g ,  investment advis ing  and 
management, mortgage banking, small  bus iness  i n v e s t i n g ,  c r e d i t  r e l a t e d  insurance ,  
r e c r e a t i o n a l  homesite f i nanc ing ,  s e c u r i t i e s  t r a n s f e r  and r e g i s t e r  s e r v i c e s ,  and 
i ssuance  of t r a v e l e r s  checks.  
The at tempt  of banks and savings and loan a s s o c i a t i o n s  t o  provide broker- ' 
age s e r v i c e s  t o  t h e i r  customers appears  t o  be  growing. union P l a n t e r s  Nat iona l  
Bank of Memphis has  acquired the d i scount  brokerage f i rm,  Brennen S teed .  Secur- 
i t y  P a c i f i c  ~ a t i o n a l  Bank has  been buying and s e l l i n g  s tocks  f o r  customers 
throughout C a l i f o r n i a  and now has permission from the Comptroller of t he  Currency 
t o  go nationwide i n  t h e  opera t ion .  Chemical Bank i n  New York has  s t a r t e d  a  brok- 
erage ope ra t i on .  
Some two dozen banks and savings and loan a s s o c i a t i o n  have begun o f f e r i n g  
d iscount  brokerage s e r v i c e s  through F i d e l i t y  Brokerage S e r v i c e s ,  a u n i t  of  t h e  
Boston-based F i d e l i t y  group of mutual funds,  which manages about $15 b i l l i o n  i n  
a s s e t s .  
T h i r t y  sav ings  and loan a s s o c i a t i o n s ,  inc lud ing  the  two l a r g e s t  i n  Maryland 
( ~ a l t i m o r e  Federa l  and Loyola ~ e d e r a l )  have joined t o  buy a  brokerage s e r v i c e  
c a l l e d  I n v e s t ,  t h a t  i s  expected t o  s t a r t  ope ra t i ons  i n  January 1983. The Roston 
~ i v e  Cents Savings Bank i s  repor ted  t o  be planning t o  s t a r t  i t s  own money-market 
mutual fund. Thus sav ings  and loan a s s o c i a t i o n s  and banks a r e  j o in ing  the  i n s t i -  
t u t i o n s  prepared t o  o f f e r  s t ocks ,  bonds, mutual funds,  and investment advisory  
s e r v i c e s  t o  t h e i r  customers.  
On November 2 ,  1982, i n  a  s p l i t  d e c i s i o n ,  t he  Federa l  Appeals Court f o r  t he  
D i s t r i c t  of Columbia ru l ed  t h a t  commercial banks may market short- term commercial 
paper ,  i n  l a r g e  denominations and under Federa l  Reserve g u i d e l i n e s .  The cou r t  
ruled that  such paper i s  not  a s e c u r i t y  for  purposes o f  the Glass -Steaga l l  Act .  
This would g i v e  banks an a d d i t i o n a l  area i n  which t o  compete with s e c u r i t y  deal-  
e r s .  The r u l i n g  i s  l i k e l y  t o  be appealed.  - 3 5 /  
35/ Wermiel, Stephen. Commercial Paper Is Ruled Not a S e c u r i t y .  Wall 
~ t r e e r ~ o u r n a l ,  November 3 ,  1982.  p. 2 .  
11. TECHNOLOGY 
While l i n f l a t i o n  and the  accompanying h igh  and unce r t a in  i n t e r e s t  r a t e s  have 
been t h e  dominating cause of  t he  upheaval among f i n a n c i a l  i n s t i t u t i o n s  wi th  
which t h i s  r e p o r t  i s  concerned, - 361 the  na tu re  of t h i s  upheaval has depended 
very  l a r g e l y  on technologica l  developments i n  e l e c t r o n i c s ,  communication, and 
d a t a  processing.  These developments have made economical ins tan taneous  t r a n s f e r  
of funds,  and t h e  a b i l i t y  of  i n s t i t u t i o n s  t o  handle  v a s t l y  increased  volumes o f  
d a t a  a t  lower c o s t s .  They have made it economically f e a s i b l e ,  f o r  example, f o r  
a  s i n g l e  f i n a n c i a l  i n s t i t u t i o n  t o  compute i n t e r e s t  d a i l y  f o r  a  l a r g e  number of  
accounts .  
A few of t he  more important of t he  a p p l i c a t i o n s  of t h i s  new technology may 
be noted. 3 7 1  -
Automatic t e l l e r  machines (ATMS) a l l ow  an ind iv idua l  t o  t r a n s a c t  bus ines s ,  
even a t  remote l o c a t i o n s ,  without having t o  t a l k  wi th  a  r e p r e s e n t a t i v e  o f  a  f i -  
nanc i a l  i n s t i t u t i o n .  With an ATM, one only  needs a  c o m u n i c a t i o n s  l i n e  t o  con- 
nec t  with t he  f i n a n c i a l  i n s t i t u t i o n ' s  i n t e r n a l  computerized account ing system. 
Some expe r t s  expect  ATMs t o  handle  over h a l f  of t h e  t r a n s a c t i o n s  i n  t he  banking 
indus t ry  by 1990. 
E l ec t ron i c  funds t r a n s f e r  systems (EFTS) permi t ,  f o r  one t h i n g ,  customers 
t o  h a v e . t h e i r  funds i n  a  f i n a n c i a l  i n s t i t u t i o n  t r a n s f e r r e d  i n s t a n t l y  t o  a  s e l -  
l e r ' s  account .  In  broader  terms, they permit ins tan taneous  t r a n s f e r  of funds 
between two f i n a n c i a l  i n s t i t u t i o n s  and make p o s s i b l e  automatic  c lear inghouses  
3 6 1  See: Jackson,  William. Deposi tory I n s t i t u t i o n s ,  F inanc i a l  Innova- 
t i o n s T a n d  Economic Ac t iv i t y :  Cycles and Trends s i n c e  t h e  Accord [ i n ]  J o i n t  
Economic Committee. The Business Cycle and Publ ic  Po l i cy ,  1929-80. (96 th  
Cong, 2d s e s s . )  J o i n t  Committee P r i n t .  Washington, U.S. Govt. P r i n t .  O f f i c e ,  
1980. p. 282-298. 
371 Derived l a r g e l y  from Kidwell and Pe te rson .  F inanc i a l  I n s t i t u t i o n s .  
p. 40F417 .  
(ACHS). Automatic c l e a r i n g  houses process  information on computer t apes  t o  c l e a r  
and s e t t l e  accounts .  They can provide c r e d i t  t r a n s f e r s ,  such a s  automatic de- 
p o s i t s  of p a y r o l l  and s o c i a l  s e c u r i t y ,  and d e b i t  t r a n s f e r s  such a s  pre-authorized 
b i l l  payments. 
The new communications and information technology has  not  only had a  major 
' impact  on t h e  a b i l i t y  of  f i n a n c i a l  i n s t i t u t i o n s  t o  meet t h e  needs of t h e i r  cus- 
tomers and t o  expand the  scope of t h e i r  s e r v i c e s ,  o f t e n  thereby inc reas ing  com- 
p e t i t i o n  i n  t h e  f i n a n c i a l  a rena ,  but  i t  i s  having a major impact on bus iness  
and ind iv idua l  households a s  wel l .  Businesses a r e  f ind ing  t h i s  new technology 
a  u se fu l  t oo l  t o  minimize t h e  holding of cash ,  an o b j e c t i v e  t h e  importance of 
which has  increased  g r e a t l y  a s  a  r e s u l t  of i n f l a t i o n  and high i n t e r e s t  r a t e s .  
A s  Lyle E. Gramley r e c e n t l y  s a id :  - 
The f i n a n c i a l  s o p h i s t i c a t i o n  of bus iness  f i rms  has  increased pro- 
foundly. Management of  cash p o s i t i o n s  has  assumed an important p lace  
i n  the d u t i e s  of f i n a n c i a l  managers.. . . Considerable  e f f o r t  and inves t -  
ment have gone i n t o  t h e  development o f  information systems, cash- 
fo recas t i ng  methods, and techniques f o r  t r a n s f e r r i n g  funds t h a t  enable  
f i rms t o  minimize t h e i r  ho ld ings  of cash and, i n  t he  process ,  t o  maxi- 
mize earn ings  on working cap i t a l . "  381 
Simi la r  changes i n  savings p a t t e r n s  of i nd iv idua l  households--such a s  increased 
r e s o r t  t o  money marked funds--have occurred more r e c e n t l y ,  bu t  a r e  equa l ly  sig- 
n i f i c a n t .  
The adopt ion of t h i s  new technology h a s ,  of cou r se ,  r a i s ed  va r ious  i s s u e s ,  
which a r e  under d i s cus s ion  and which a r e ,  t o  vary ing  degrees ,  being resolved.  
They inc lude  such ques t ions  a s  t he  following : 
Who should own and c o n t r o l  e l e c t r o n i c  funds t r a n s f e r  systems? 
What should be the  r o l e  of t he  Federal  Government i n  the  development of 
such systems? 
38/ Gramley, Lyle B. Financ ia l  Innovat ion.  p. 394. -
Which f i n a n c i a l  i n s t i t u t i o n s  should have d i r e c t  o r  i n d i r e c t  access  t o  elec-  
t r o n i c  funds t r a n s f e r  systems? 
How i s  the  p r i c ing  of such systems t o  be determined? What, i f  any, should 
be the r o l e  of t h e  Federa l  Communications Commission on o t h e r  Federa l  regula- 
t o r y  agencies?  
How i s  c o n f i d e n t i a l i t y  of t r ansac t ions  t o  be preserved? 
How can the s e c u r i t y  of the system be assured t o  prevent  erroneous o r  fraud- 
u l e n t  t r a n s f e r  of funds o r  l o s s  of r e l evan t  da t a?  
What procedures need t o  be developed f o r  c o r r e c t i n g  mistakes? 
How is  l i a b i l i t y  f o r  l o s s e s  r e s u l t i n g  from mistakes t o  be e s t ab l i shed?  
How can proof of payment be obtained i n  an e l e c t r o n i c  funds t r a n s f e r  sys- 
tem? E/ 
39/ Kidwell and Pe terson .  F inanc ia l  I n s t i t u t i o n s .  p. 414-417. -

111. THE DEVELOPMENT OF NEW FINANCIAL INSTRUMENTS BY DEPOSITORY INSTITUTIONS 
A s  could be expected,  t h e  p reva i l i ng  h igh  i n t e r e s t  r a t e s  i n  t he  market p l ace  
led t o  e f f o r t s  by many depos i to ry  i n s t i t u t i o n s  t o  dev i se  ways t o  o f f e r  r a t e s  
s u f f i c i e n t l y  compet i t ive  t o  stem the  d i v e r s i o n  of funds from banks, sav ings  and 
loan a s s o c i a t i o n s ,  and c r e d i t  unions t h a t  th rea tened  t o  endanger t h e i r  opera- 
t i o n s .  Among the  more s i g n i f i c a n t  of t he se  arrangements a r e  nego t i ab l e  c e r t i -  
f i c a t e s  of  d e p o s i t  (CDS) ,  money market c e r t i f i c a t e s ,  small  saver  c e r t i f i c a t e s ,  
negot iab le  o rde r s  of withdrawal (NOW accoun t s ) ,  automatic  t r a n s f e r  s e r v i c e s  (ATS) 
accounts ,  c r e d i t  union sha re  d r a f t s ,  a l l  s ave r s  c e r t i f i c a t e s ,  repurchase agreements 
( r e p o s ) ,  sweep accounts ,  money market depos i t  accounts ,  and Super NOW accounts ,  
Each of t he se  f i n a n c i a l  instruments  served a s  a  way t o  circumvent t he  p r o h i b i t i o n  
of the payment of i n t e r e s t  on demand d e p o s i t s  and o t h e r  r e g u l a t i o n s  p u t t i n g  
c e i l i n g s  on al lowable i n t e r e s t  payments on o t h e r  d e p o s i t s .  These ins t ruments  
may be descr ibed  b r i e f l y .  40/ -
Negotiable  c e r t i f i c a t e s  of depos i t  (CDS) were one of t h e  f i r s t  ins t ruments  
devised t o  permit conanercial banks t o  a t t r a c t  co rpo ra t e  l i q u i d  ba lances  i n  com- 
p e t i t i o n  with o t h e r  money market ins t ruments .  F i r s t  devised by a  New York com- 
merc ia l  bank i n  1961, c e r t i f i c a t e s  of d e p o s i t  a r e  a  form of  time d e p o s i t  o f f e r e d  
by depos i tory  i n s t i t u t i o n s ,  paying market r a t e s  of i n t e r e s t ,  and a c t i v e l y  t raded  
on a  well-organized secondary market. They a r e  most o f t e n  i s sued  i n  denominations 
of $100,000 o r  more, and s ince  1973 have been exempt from Federal  Reserve i n t e r e s t  
r a t e  c e i l i n g s .  The major i n v e s t o r s  i n  C D s  have been co rpo ra t i ons .  
401 -
sa ry  in:  
~ u i d e  t o  
nance and 
Much of t he  information on these  ins t ruments  i s  der ived  from the  g los -  
U.S. L ib ra ry  of Congress. congressional Research Serv ice .  A Reference 
Banking and Finance. (u .S .  Congress. House Committee on Banking, Fi- 
t Urban A f f a i r s .  Committee P r i n t  97-3.) Washington, 1981. p .  1-39. 
See a l s o :  U.S. L ib ra ry  of Congress. Congressional Research Serv ice .  Comparison 
of Short  Term F inanc i a l  Asse ts  Avai lab le  t o  Households with Proposed A l l  Saver 
C e r t i f i c a t e s  [by]  William Jackson. Washington, D . C . ,  J u l y  8 ,  1981. 7  p . ;  a l s o :  
A Roadmap through t h e  Savings Maze. New York Times, October 24, 1982. p. F27. 
Small Denomination Savings C e r t i f i c a t e s ,  sometimes c a l l e d  "small  C D s , "  a r e  
a  form of time depos i t  a t  commercial banks and t h r i f t  i n s t i t u t i o n s  whose i n t e r -  
est r a t e s  a r e  sub j e c t  t o  "Regulation Q "  now adminis tered by the  Depos i tmy In- 
s t i t u t i o n s  Deregulat ion Committee. - 411 They inc lude  money market c e r t i f i c a t e s ,  
small saver  c e r t i f i c a t e s ,  and f ixed- rg te  c e r t i f i c a t e s  maturing a t  f ixed  i n t e r v a l s .  
Money-market c e r t i f i c a t e s  were au thor ized  i n  June 1976. They a r e  6-month c e r t i -  
f i c a t e s  o r i g i n a l l y  of fe red  i n  a  minimum denomination of $10,000 with an i n t e r e s t  
r a t e  based on t h e  26-week U.S. Treasury b i l l  r a t e .  The minimum denomination was 
lowered t o  $2,500, e f f e c t i v e  January 5 ,  1983. SmalJ saver  c e r t i f i c a t e s  were 
au thor ized  i n  January 1980, wi th  an i n t e r e s t  r a t e  based on the  average y i e l d  of 
2  112-year U.S. Treasury c e r t i f i c a t e s ,  o r i g i n a l l y  with a  cap of 12 percent  a t  t h r i f t  
i n s t i t u t i o n s  and 11 3 / 4  percent  a t  commercial banks; t h i s  cap has s i n c e  been re- 
pealed. They can be i s sued  i n  any denomination with a  minimum matur i ty  of 30 months. 
NOW accounts  a r e ,  i n  essence,  i n t e r e s t - ea rn ing  checking accounts a v a i l a b l e  
t o  i n d i v i d u a l s  and nonprof i t  i n s t i t u t i o n s .  O r i g i n a l l y  l i m i t e d  t o  New England, 
NOW accounts  have been o f f e r ed  n a t i o n a l l y  by commercial banks and t h r i f t  i n s t i -  
t u t i o n s  s i n c e  1981. 
C r e d i t  union share  d r a f t s  a r e  s i m i l a r  t o  NOW accounts.  Cred i t  union members 
can draw on t h e i r  accounts  by these  check-like d r a f t s .  Such d r a f t s  have a l s o  been 
permanently au thor ized  by the  Depository I n s t i t u t i o n s  Deregulat ion Act of 1980. 
A l l  Savers  C e r t i f i c a t e s ,  f i r s t  issued i n  October 1981, were a  form of tax- 
exempt c e r t i f i c a t e  a v a i l a b l e  from depos i tory  i n s t i t u t i o n s  with an i n t e r e s t  r a t e  
set a t  70 percent  of the  average investment y i e l d  on 52-week U.S. Treasury b i l l s .  
Up t o  $1,000 i n  i n t e r e s t  ($2,000 f o r  a  married couple' f i l i n g  a  j o in t  r e tu rn )  was 
exempt from Federal  income taxes .  The program expired on Dec. 31, 1982. 
411 See page 26 above. -
Repurchase agreements (repos) are a form of loan in which the borrower sells 
securities (usually money market instruments) to the lender but simultaneously 
contracts to repurchase the same securities, either on demand or at some stated 
date in the future, at a price that will produce the agreed effective yield. 
Agreements with fixed maturities range from one day to several months. 
As Kidwell and Peterson note: 
The 'repo' transaction is attractive to the corporation because, 
unlike demand deposits, 'repos' pay explicit interest. Also the net 
yield on 'repos' may be higher than the equivalent money market in- 
vestments because of lower transaction costs, and it may be d i f f i -  
cult to locate a one-day maturity government security. From the 
bank's perspective, the 'repo' transaction is attractive because con- 
version from deposit debt to ' repo' debt increases the bank's loanable 
funds since reserves are required on demand deposits but not on 'repos'. G/ 
"Repos" have been offered to households by more and more depository institutions 
to compete with money market mutual. funds. 
The legal status of repurchase agreements, which assumes significance in 
the case of the bankruptcy of issuers or dealers in repos, is still not fully 
resolved. It has been argued on the one hand that a rep0 is a secured loan, 
but on the other that it is a set of independent contracts for the selling and 
rebuying of securities. 43-/ It is not clear under law whether dealers in repos 
are acting as an agent, or as a principal in the transaction. 
Sweep accounts are among the newest of these financial instruments. - 4 4 /  
In such accounts, banks agree to "sweep" the funds above a minimum balance 
421 Kidwell and Peterson. Financial Institutions. p. 165. -
43/ See: Matthews, Gordon. In Wake of Lombard-Wall Collapse Creditors -
Ask: What is a Repo? American Banker, August 20, 1982. p. 3, 62 .; and Welles, 
Chris. Drysdale: What Really Happened. Institutional Investor, v. 16, Sep- 
tember 1982. p. 78-81. 
441 U.S. Library of Congress. Congressional Research Service. Depository 
~inanxal Institution Distribution and Sponsorship of Money Market Mutual Funds 
[by] William Jackson. Washington, D.C., June 15, 1982. p. 9-11, 31-32. (Report 
No. 82-120E) 
from t h e  accoun t s  of  d e p o s i t  h o l d e r s  ( e . g .  NOW a c c o u n t s )  a t  t h e  end o f  each bank- 
i n g  day i n t o  such inves tment  accoun t s  a s  money market  funds ,  r epurchase  agree-  
ments,  and T r e a s u r y  b i l l s .  Th i s  p rov ides  a d d i t i o n a l  i n t e r e s t  t o  t h e  d e p o s i t o r  
and p e r m i t s  t h e  banks t o  lower t h e i r  t r a n s a c t i o n  b a l a n c e s ,  and t h e r e b y  lower t h e  
r e s e r v e  l e v e l s  t h e y  a r e  r e q u i r e d  t o  m a i n t a i n .  O r i g i n a l l y  des igned f o r  l a r g e  ac- 
c o u n t s ,  sweeps a r e  be ing  i n c r e a s i n g l y  o f f e r e d  f o r  s m a l l e r  d e p o s i t  accounts ' .  
However, t h e r e  a r e  some m i s g i v i n g s  w i t h i n  and o u t s i d e  t h e  banking i n d u s t r y  
bo th  a s  t o  t h e  l e g a l i t y  and t h e  p r o f i t a b i l i t y  of  sweep a c c o u n t s .  Such accoun t s  
s h i f t  funds from a  r e g u l a t e d  and i n s u r e d  i n s t i t u t i o n  t o  a  l e s s  r e g u l a t e d  and un- 
insured  one,  and t h e r e b y  i n c r e a s e  t h e  r i s k s  t o  t h e  f i n a n c i a l  system. 451 -
S t a r t i n g  December 14, 1982,  banks and t h r i f t  i n s t i t u t i o n s  a r e  a u t h o r i z e d  
t o  o f f e r  a  new type  of  account  c a l l e d  a  money market  d e p o s i t  a c c o u n t ,  des igned  
t o  compete d i r e c t l y  w i t h  money market  mutual  funds .  Such accoun t s  w i l l  have 
a  minimum b a l a n c e  o f  $2,500 and w i l l  be i n s u r e d  up t o  $100,000. I n t e r e s t  r a t e s  
w i l l  be  set by t h e  i n d i v i d u a l  d e p o s i t o r y  i n s t i t u t i o n  and can be  h i g h  enough t o  
meet t h e  c o m p e t i t i o n  of  money market  mutual  funds .  They may o f f e r  a  guaran teed  
r a t e  f o r  up t o  30 d a y s ,  whereas money market  fund r a t e s  can v a r y  d a i l y .  Regula- 
t i o n s  f o r  t h e s e  new accoun t s  a r e  promulgated by t h e  Depos i to ry  I n s t i t u t i o n s  
D e r e g u l a t i o n  Committee a s  a u t h o r i z e d  by t h e  Garn-St Germain Depos i to rv  I n s t i t u -  
t i o n s  Act of  1982. 
E f f e c t i v e  J a n u a r y  5 ,  1983, a  new Super NOW account  h a s  been a u t h o r i z e d ,  
wi th  t h e  same f e a t u r e s  a s  t h e  money market  d e p o s i t  a c c o u n t s  d e s c r i b e d  above, 
excep t  t h a t  i t  w i l l  permit  un l imi ted  t r a n s a c t i o n s .  
45/ See a l s o :  U.S. L i b r a r y  of  Congress.  Congress ional  Research S e r v i c e .  
~ e ~ o s z o r ~  F i n a n c i a l  I n s t i t u t i o n  D i s t r i b u t i o n  and Sponsorsh ip  o f  Money Market 
Mutual Funds [by]  Wil l iam Jackson .  Washington, D . C . ,  1982. p. 9-11. (Repor t  
No. 82-1203) 
IV. RECENT LEGISLATION AND LEGISLATIVE PROPOSALS 
Many of the new financial instruments that have just been described have 
been an outgrowth of Federal legislation expanding the powers of depository fi- 
nancial institutions and reforming some banking and monetary regulation. As 
noted in the introduction, p. 3, such legi'slation has principally been in the 
direction of deregulation of depository financial institutions, with very little 
increase in regulation of non-depository institutions. Two legislative acts are 
particularly significant, the Depository Institutions Deregulation and Monetary 
Control Act of 1980 and the Garn-St Germain Depository Institutions Act of 1982. 
The Depository Institutions Deregulation and Monetary Control Act of 1980 
(P.L. 96-221) is probably the most important and comprehensive financial legis- 
lation since before World War 11. Sometimes also called the Omnibus Banking Act 
of 1980, it was a major factor in the ability of depository institutions to cope 
more effectively with the impact of inflation and high interest rates and their 
less regulated competitors. Provisions of the bill, in summary, include the 
following : 
1. As of Jan. 1, 1981, banks and thrift institutions nationwide are per- 
mitted to offer NOW accounts, the equivalent of interest-paying checking accounts 
as noted above (p. 5 2 ) .  
2.  There is to be a gradual phase-out of interest-rate ceilfngs imposed 
on savings instruments offered by all depository institutions, to be completed 
by March 1986. The timetable for the phase-out is to be determined by the Deposi- 
tory Institutions Deregulation Committee. 
3 .  The insured deposit limit is increased to $100,000. 
4 .  Federally chartered savings and loan associations are authorized to ex- 
pand their consumer loan operations, offer credit cards and trust services, and 
i nves t  i n  commercial paper and corpora te  bonds, up t o  a maximum of 20 percent  
of t h e i r  a s s e t s .  461 -
The Garn-St. Germain Depository I n s t i t u t i o n s  Act of 1982 (P .  L. 97-320) i s  
a f u r t h e r  , l e g i s l a t i v e  response t o  problems of depos i tory  i n s t i t u t i o n s ,  i n  par- 
t i c u l a r  t h r i f t  i n s t i t u t i o n s .  471 For t he  purposes of t h i s  r e p o r t ,  t h r ee  t i t l e s  -
of the  a c t  a r e  p a r t i c u l a r l y  worth noting. 
1. T i t l e  I ,  the  Deposit  Insurance  F l e x i b i l i t y  Act,  provides  a d d i t i o n a l  
f l e x i b i l i t y  t o  t h e  Federa l  Deposit  Insurance  Corporat ion and t h e  Federa l  Savings 
and Loan Insurance  Corporat ion t o  a s s i s t  depos i tory  i n s t i t u t i o n s  under t h e i r  
j u r i s d i c t i o n  t h a t  are i n  f i n a n c i a l  d i f f i c u l t y .  
2 .  T i t l e  11, the  Net Worth C e r t i f i c a t e  Act ,  provides  f o r  c a p i t a l  a s s i s t a n c e  
t o  depos i tory  i n s t i t u t i o n s  t h a t  s p e c i a l i z e  i n  home mortgage lending,  when they 
a r e  i n  f i n a n c i a l  d i f f i c u l t y .  The amount of a i d  a v a i l a b l e  t o  a s p e c i f i c  i n s t i t u -  
t i o n  would depend both on the  l e v e l  of its net  worth and i t s  a c t u a l  l o s s e s .  
3. T i t l e  111, t h e  T h r i f t  I n s t i t u t i o n s  Res t ruc tu r ing  A c t ,  i s  t h e  provis ion  
which most d i r e c t l y  r e l a t e s  t o  the  competit ion between depos i tory  i n s t i t u t i o n s  
and non-depository f i n a n c i a l  i n s t i t u t i o n s ,  no tab ly  money market funds.  It 
broadens t he  power of t h r i f t  i n s t i t u t i o n s  t o  i nc rease ,  t o  10 percent  of t h e i r  
a s s e t s ,  t h e  amount they put i n t o  commercial loans and to  accept  demand depos i t  
accounts  from commercial loan customers; and it e s t a b l i s h e s  a new type of account 
46/ U.S. L ib ra ry  of Congress. Congressional Research Serv ice .  Major Legis- 
l a t i o T i n  t he  96th Congress i n  t h e  F i e l d  of Money and Banking: P.L. 96-221, De- 
p o s i t o r y  I n s t i t u t i o n s  Deregulat ion and Monetary Control  Act of 1980 [by] I?. Jean  
Wells. Washington, D.C., 1980. 8 p. (Report No. 80-107E) 
471 For a convenient ,  conc ise  explana t ion  of t he  a c t  and the problems i t  
is dexgned  t o  address ,  see: U . S .  Lib ra ry  of Congress. Congressional Research 
Serv ice .  P.L. 97-320, Garn-St Germain Depository I n s t i t u t i o n s  Act of 1982: A 
Br i e f  Explanat ion [by] F. J ean  Wells. Washington, D.C . ,  1982. 9 p. (Report No. 
82-1773) 
t o  be " d i r e c t l y  equiva len t  t o  and compet i t ive  with"  money market mutual funds.  - 48/ 
How much these  new accounts  w i l l  adverse ly  a f f e c t  money market funds is s t i l l  
h igh ly  unce r t a in .  While t h i s  new kind of account w i l l  h e lp  depos i to ry  i n s t i t u -  
t i o n s  be more competi t ive wi th  money market funds,  t h e r e  a r e  some p o s s i b l e  o f f -  
s e t t i n g  disadvantages.  The c o s t  of money t o  them w i l l  go up while  y i e l d s  on a  
l a r g e  p a r t  of t h e i r  mortgage p o r t f o l i o  remain low. Large banks may be a b l e  t o  
o f f e r  market r a t e s  t h a t  smal le r  banks and t h r i f t  i n s t i t u t i o n s  may be unable t o  
a f fo rd .  
There is  some concern t h a t  t he  kind and ex t en t  of de regu la t i on  r e s u l t i n g  
from these  two major p ieces  of l e g i s l a t i o n  may have unforeseen r e s u l t s .  The iw 
pact  on f i n a n c i a l  markets may be adverse.  Allowing i n t e r e s t  r a t e s  t o  be de te r -  
mined more exc lus ive ly  by market f o r c e s  may have a de t r imen ta l  impact on some 
k inds  of i n t e r e s t - s e n s i t i v e  i n d u s t r i e s ,  such a s  housing, t h a t  many b e l i e v e  
should have a  high s o c i a l  p r i o r i t y .  
A t  a  S e c u r i t i e s  and Exchange Commission's Major I s s u e s  Conference on October 
7 and 8 ,  1982, C. T. Conover, Comptroller of t h e  Currency, suggested t h a t  bank- 
i ng  de regu la t i on ,  by p lac ing  g r e a t e r  r e s p o n s i b i l i t y  f o r  d i s c i p l i n e  on t h e  market- 
p lace ,  w i l l  r e q u i r e  a d d i t i o n a l  d i s c l o s u r e  of in format ion ,  " i f  t he  marketplace i s  
t o  func t ion  e f f i c i e n t l y  and provide adequate sa feguards  a g a i n s t  exces s ive  r i s k .  " - 49/ 
What a d d i t i o n a l  l e g i s l a t i v e  proposals  w i l l  r e ce ive  major a t t e n t i o n  i n  t h e  
98 th  Congress is,  of course,  specu la t i ve .  
Removal of remaining r e s t r i c t i o n s  on i n t e r s t a t e  banking i s  being sought by 
s e v e r a l  bankers and banking a s s o c i a t i o n s .  However, i n  view of t he  de f a c t o  re- 
moval of many of t he se  r e s t r i c t i o n s  through t h e  use of bank hold ing  companies 
481 Described above, p. 54. -
49/ Bureau of Nat iona l  A f f a i r s .  Da i ly  Report f o r  Execut ives ,  No. 199 ,  
0 c t o b Z  14 ,  1982, p. A-11. 
( s e e  p. 14-15 above) ,  t h e  l i k e l i h o o d  of l e g i s l a t i o n  i n  t h i s  a r e a  i n  t h e  98th  
Congress is  remote.  50/ I n  a d d i t i o n ,  t h e  F e d e r a l  Reserve Board h a s  a u t h o r i z e d  -
U.S. banks ,  bank h o l d i n g  companies, and Edge Act s u b s i d i a r i e s ,  which a r e  corpor-  
a t i o n s  a u t h o r i z e d  t o  engage i n  i n t e r n a t i o n a l  banking o r  o t h e r  i n t e r n a t i o n a l  and 
f o r e i g n  f i n a n c i a l  o p e r a t i o n s ,  t o  purchase  up t o  25 p e r c e n t  i n t e r e s t  i n  a  f o r e i g n  
bank having a  U.S. branch i n  ano ther  S t a t e ,  provided t h a t  the  f o r e i g n  bank de- 
r i v e s  most o f  i t s  b u s i n e s s  from sources  o u t s i d e  t h e  U.S. A c o n s i d e r a b l e  number 
of banks,  and bank ho ld ing  companies, have a l r e a d y  made inves tments  i n  s e c u r i -  
t i e s  of banks i n  o t h e r  S t a t e s  and have t aken  o t h e r  s t e p s  i n  a n t i c i p a t i o n  o f  t h e  
e l i m i n a t i o n  of i n t e r s t a t e  banking r e s t r i c t i o n s  such a s  forming j o i n t  v e n t u r e s  
of shared automated t e l l e r  machines o p e r a t i n g  a c r o s s  S t a t e  b o r d e r s .  51/  -
L e g i s l a t i o n  has  a l s o  been advocated by some who b e l i e v e  t h a t  commercial 
banks should now have t h e  a u t h o r i t y  t o  u n d e r w r i t e  S t a t e  and munic ipa l  revenue 
bonds and,  perhaps  e v e n t u a l l y ,  c o r p o r a t e  s e c u r i t i e s .  
With t h e  widening o f  t y p e s  o f  accounts  o f f e r e d  by c o m e r c i a l  banks and 
t h r i f t  i n s t i t u t i o n s ,  some b e l i e v e  t h a t  t h e r e  should be a  r e v i s i o n  of d e p o s i t  
insurance  premiums t o  be  more c l o s e l y  t i e d  t o  t h e  d e g r e e  o f  r i s k  involved i n  
such a c c o u n t s ,  i n s t e a d  of having a  b l a n k e t  coverage up t o  a  c e r t a i n  amount. 
Some b e l i e v e  t h a t  b a r r i e r s  t o  mergers o f  commercial banks wi th  t h r i f t  
i n s t i t u t i o n s  should be l i f t e d .  However, t h e  t r end  towards c o n s o l i d a t i o n  o f  
sav ings  and l o a n  a s s o c i a t i o n s  and banks h a s  l e d  t o  some concern about undue 
50 /  P.L. 97-290 expanded p e r m i s s i b l e  f i n a n c i a l  s e r v i c e  a c t i v i t i e s  a c r o s s  
s t a t e - i i n e s  t o  i n c l u d e  inves tments  i n  "expor t  t r a d i n g  companies .'I P.L. 97-320 
c o n v e r s e l y  l i m i t e d  t h e s e  a c t i v i t i e s  by s p e c i f y i n g  t h a t  o n l y  c e r t a i n  i n s u r a n c e  
a c t i v i t i e s  w i l l  be a l lowed.  
511 See: Whitehead, David D . ,  and Pamela ~ r i s b e e .  P o s i t i o n i n g  f o r  I n t e r -  
s t a t e y a n k i n g .  Economic Review. F e d e r a l  Reserve Bank of  A t l a n t a .  September 
1982. p. 15-22. 
concen t r a t i on  among these  i n s t i t u t i o n s  and the  b e l i e f  t h a t  a  reexaminat ion of 
a n t i t r u s t  l e g i s l a t i o n  a s  i t  a p p l i e s  t o  them may he i n  order  t o  see  i f  p resen t  
laws a r e  e f f e c t i v e  and adequate.  
While most of t he  l e g i s l a t i v e  e f f o r t  concerning f i n a n c i a l  i n s t i t u t i o n s  has  
been t o  r e l a x  t h e  r e s t r i c t i o n s  and r e g u l a t i o n s  adve r se ly  a f f e c t i n g  depos i to ry  
i n s t i t u t i o n s ,  z/ t h e r e  has a l s o  been some at temut  t o  i nc rease  r e g u l a t i o n  of non- 
depos i to ry  f i n a n c i a l  i n s t i t u t i o n s ,  with a  p a r t i c u l a r  eye on money market mutual 
funds. The s h i f t  of s u b s t a n t i a l  funds from depos i to ry  i n s t i t u t i o n s  t o  money 
market funds and o t h e r  f i n a n c i a l  ins t ruments ,  a  l a r g e  propor t ion  of which i s  
r e a d i l y  a v a i l a b l e  f o r  t r a n s a c t i o n  purposes,  has increased  the  d i f f i c u l t y  of t he  
Federal  Reserve i n  c o n t r o l l i n g  t h e  money supply. Some a u t h o r i t i e s ,  t h e r e f o r e ,  
suggest t h a t  l e g i s l a t i o n  t o  impose uniform re se rve  requirements  on a l l  f i n a n c i a l  
i n s t i t u t i o n s  o f f e r i n g  t r a n s a c t i o n  balances should be enacted.  A l t e r n a t i v e l y ,  a  
c o n s i s t e n t  system of paying i n t e r e s t  on balances t h a t  a r e  i n  e f f e c t  r e s e r v e s  
might be r equ i r ed .  - 5 3 /  
The suggest ion has  a l s o  been made t h a t  l e g i s l a t i o n  be a d o ~ t e d  t h a t  would 
provide f o r  r e g u l a t i o n  by func t ion  r a t h e r  than by i n d u s t r y  c l a s s i f i c a t i o n .  Thus, 
f o r  a  f i rm engaged i n  a  range of f i n a n c i a l  s e r v i c e s ,  f o r  example, i t s  s e c u r i t i e s  
bus iness  would be sub jec t  t o  s e c u r i t i e s  r e g u l a t o r s  and r e g u l a t i o n s ,  i t s  insurance 
business  t o  insurance  r e g u l a t o r s ,  and i t s  banking s e r v i c e s  t o  app rop r i a t e  banking 
a u t h o r i t i e s .  - 54/ 
521 See: U.S. ~ i b r a r y  of Congress. Congressional  Research Se rv i ce .  The 
Regul=ory Climate f o r  ~ e p o s i t o r y  ~ i n a n c i a l  ~ n s t i t u t i o n s  [ b y ]  F, Jean  Wells.  
Washington, D . C . ,  October 13, 1382. 8  p. 
53/ See, f o r  example: Edwards, Frankl in  R. F inanc i a l  I n s t i t u t i o n s  and Regu- 
latiof;-in the  21st  Century: Af t e r  t h e  Crash? Columbia Jou rna l  of World Business ,  
v .  1 7 ,  Spring 1982. p. 82-87. 
54,/ See: Schreyer ,  William A. The Future  of t h e  F inanc i a l  Serv ices  Indus t ry .  -
Financ i a l  Analysts  J o u r n a l ,  July-August 1982. p. 54. 
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S i m i l a r l y  t h e r e  i s  t h e  p e r e n n i a l  c a l l  f o r  l e g i s l a t i o n  t o  s i m p l i f y  and ra-  
t i o n a l i z e  r e g u l a t i o n  o f  f i n a n c i a l  i n s t i t u t i o n s ,  which i s  o f t e n  seen a s  e x c e s s i v e ,  
o v e r l a p p i n g ,  and c o n t r a d i c t o r y .  Opposed t o  such a  c a l l  i s  t h e  view t h a t  t h e  pre- 
s e n t  system of  s p e c i a l i z e d  r e g u l a t i o n  o f  t h e  v a r i o u s  f i n a n c i a l  i n s t i t u t i o n s  h a s  
served t h e  Kat ion w e l l  and t h a t  t h e  o v e r a l l  s t r u c t u r e  of such r e g u l a t i o n  should 
n o t  be tampered wi th .  
These k i n d s  of r e g u l a t o r y  reform a r e  r e f l e c t e d  i n  t h e  e s t a b l i s h m e n t  i n  De- 
cember 1982 o f  a  Task Force on Regula t ion  o f  F i n a n c i a l  S e r v i c e s .  The t a s k  f o r c e ,  
t o  be c h a i r e d  by t h e  Vice P r e s i d e n t ,  i n c l u d e s  t h e  heads  of a l l  Federa l  f i n a n c i a l  
r e g u l a t o r y  a g e n c i e s .  It i s  t o  recommend t o  Congress changes i n  t h e  r e g u l a t i o n  
of f i n a n c i a l  i n s t i t u t i o n s  w i t h i n  s i x  t o  n i n e  months. - 55/ Among p o s s i b l e  approaches  
a r e  t h e  fo l lowing :  having bank examinat ions  done by a  s i n g l e  agency, r a t h e r  than  
the  t h r e e  c u r r e n t l y  performing t h i s  t a s k ;  c o n s o l i d a t i n g  t h e  t h r e e  d e p o s i t  i n s u r -  
ance funds c u r r e n t l y  main ta ined  f o r  banks,  s a v i n g s  and loan  a s s o c i a t i o n s  and 
c r e d i t  un ions ;  and combining t h e  S e c u r i t i e s  and Exchange Commission and t h e  
Conrmodity F u t u r e s  Trading ~ o n d s s i o n .  
Most o f  t h e  f i n a n c i a l  l e g i s l a t i o n  of t h e  p a s t  decade and t h e  proposed l e g i s -  
l a t i o n ,  a s  ske tched  i n  t h i s  s e c t i o n ,  h a s  been focused on p r e s e r v i n g  o r  a s s i s t i n g  
p a r t i c u l a r  f i n a n c i a l  i n s t i t u t i o n s ,  changing t h e r e b y  t h e  c o m p e t i t i v e  ba lance  among 
them r e s u l t i n g  from new technology,  impact o f  r e g u l a t i o n s ,  manager ia l  and e n t r e -  
p r e n e u r i a l  i n i t i a t i v e s ,  and changed economic c o n d i t i o n s ,  such a s  i n f l a t i o n  and 
h i g h  and f l u c t u a t i n g  i n t e r e s t  r a t e s .  
One school  of thought h o l d s  t h a t  such governmental  i n t e r v e n t i o n  i s  d e t r i -  
mental  and t h a t  p r e s e r v a t i o n  of e x i s t i n g  i n s t i t u t i o n s  o f t e n  i n t e r f e r e s  w i t h  t h e  
optimum b e n e f i t s  which t h e  community can g a i n  from new technology and e n t e r p r i s e .  
5 5 /  U.S. Vice P r e s i d e n t .  O f f i c e  o f  t h e  P r e s s  S e c r e t a r y .  P r e s s  Release  o f  
~ e c e m G r  13, 1982. 
This was expressed by Almarin P h i l l i p s ,  P ro fe s so r  of Economics a t  the  Univer- 
s i t y  of Pennsylvania and member of the  P r e s i d e n t ' s  Commission on F inanc i a l  Struc-  
t u r e  and Regulat ion (commonly known as  t h e  Hunt  omm mission) which i ssued  i t s  
r epo r t  i n  1971, i n  testimony before  t h e  House C o r n i t t e e  on Ranking, Finance and 
Urban A f f a i r s  on December 10,  1981: 
It i s  now c l e a r  t h a t  t oday ' s  depos i t  i n s t i t u t i o n s ,  a s  a  group, can- 
not  be g e n e r a l l y  modified t o  accommodate i n e v i t a b l e  changes i n  t h e  pay- 
ments system, t he  methods and modes of f i n a n c i a l  t r a n s a c t i o n s ,  and the  
techniques of household and bus iness  a s s e t / l i a b i l i t y  management. It i s  
not  ordained t h a t  a l l  o r  most commercial banks, sav ings  and loan asso- 
c i a t i o n s ,  mutual sav ings  banks, c r e d i t  unions,  insurance companies, in- 
vestment bankers and o t h e r s  of the  o ld  forms of f i n a n c i a l  i n s t i t u t i o n s  
w i l l  p e r s i s t .  It i s  more c l e a r l y  ordained t h a t  they w i l l  no t .  The 
p a r t i c u l a r  i n s t i t u t i o n s  t h a t  do su rv ive  w i l l  do so on ly  because they 
s u c c e s s f u l l y  innovate  ou t  of t h e i r  h i s t o r i c  r o l e s .  - 5 6 /  
There i s  i n  f a c t  some consensus t h a t  t he  number of f i n a n c i a l  i n s t i t u t i o n s ,  
i n  p a r t i c u l a r  savings and loan a s s o c i a t i o n s ,  mutual sav ings  banks and smal le r  
commercial banks, i s  l i k e l y  t o  decrease  i n  t he  coming decade. 
As David Kidwell and Richard Pe te rson  s t a t e d  i n  1981: 
It i s  h i g h l y  u n l i k e l y  t h a t  t he  40,000 f i n a n c i a l  i n s t i t u t i o n s  t h a t  
e x i s t  today w i l l  be needed. I n s t e a d ,  about h a l f  t h a t  many w i l l  e x i s t ,  
with s e v e r a l  hundred very  l a r g e  nationwide f i n a n c i a l  i n s t i t u t i o n s  dom- 
i n a t i n g  n a t i o n a l  banking markets . . . .  However, we doubt s e r i o u s l y  t h a t  
face-to-face consumer t r a n s a c t i o n  w i l l  be dominated by a  few nationwide 
f i rms. . . .  There w i l l  s t i l l  be a  p l ace  i n  t h e  market f o r  s p e c i a l i z e d  
i n s t i t u t i o n s  t h t  can genera te  customer l o y a l t y  which t h e i r  l a r g e r  com- 
p e t i t o r s  a r e  e i t h e r  unable o r  unwi l l ing  t o  provide.  - 5 7 /  
5 6 /  P h i l l i p s ,  Almarin. Testimony i n  U .  S.  Congress. House Committee on 
~ a n k i z ,  Finance and Urban A f f a i r s .  F inanc i a l  I n s t i t u t i o n s  i n  a  Revolut ionary Era.  
Hearing, December 10, 1981. Washington, 17.S. Govt. P r i n t .  Off., 1982. p. 44. 
5 7 /  Kidwell ,  David S . ,  and Richard L. Pe te rson .  Deregulat ion and t h e  Grow- 
ing ~ ' ; l ; ; ;~et i t ion among F inanc i a l  I n s t i t u t i o n s .  Review of Regional Economics and 
Business ,  v .  6 ,  Apr i l  1981. p. 22.  

CONCLUSION 
A s  t h i s  r epo r t  has documented, the  expansion i n  func t ions  of many f i n a n c i a l  
i n s t i t u t i o n s ,  both depos i tory  and non-depository, the p r o l i f e r a t i o n  of f i n a n c i a l  
ins t ruments ,  and the  technology which has made many of these  changes f e a s i b l e  
have i n  combination c rea t ed  what can, without hyperbole,  be c a l l e d  a r evo lu t ion  
i n  t he  f i n a n c i a l  world. When i t  comes t o  poin t ing  t o  "winners" o r  " lo se r s "  of 
t h i s  r evo lu t ion ,  the conclusions a r e  more d i f f i c u l t  t o  draw wi th  any degree of 
confidence,  with r e l a t i v e l y  few except ions.  This  is  only  p a r t l y  due t o  t he  
l imi ted  time frame dur ing  which these  changes have occurred. 
Thus, f o r  example, from the evidence presented above on p. 23-27, t h e  dra- 
matic r i s e  i n  money market mutual funds would suggest t h a t  such funds and inves- 
t o r s  i n  them have been c l e a r  winners. And thus f a r  t h i s  is  l a r g e l y  t rue .  
However, t he re  is cons iderable  doubt t h a t  t h i s  favorable  condi t ion  would be sue- 
ta ined  i n  a per iod of f a l l i n g  i n t e r e s t  r a t e s  and a booming s tock  market ,  pa r t i c -  
u l a r l y . a f t e r  new accounts i n  depos i tory  i n s t i t u t i o n s  d i r e c t l y  competi t ive wi th  
money market funds become a v a i l a b l e  to  the  publ ic .  
A t  the  o ther  end of the s c a l e ,  mutual savings banks and savings and loan  
a s s o c i a t i o n s  i n  t he  aggregate  have been t h e  most obvious l o s e r s  i n  the  pas t  few 
years  because of t he  d ivers ion  of funds from savings accounts ,  t h e i r  being sad- 
dled wi th  a s i z a b l e  p o r t f o l i o  of r e l a t i v e l y  long-term l o w i n t e r e s t  mortgages, 
and t h e i r  need t o  pay higher  r a t e s  t o  depos i tors .  581 A s  a l r eady  noted,  1980 
and 1982 l e g i s l a t i o n  was designed t o  he lp  these  t h r i f t  i n s t i t u t i o n s  i n  p a r t i c u l a r ,  
but how much and when t h e i r  p r o f i t a b i l i t y  w i l l  improve remains uncer ta in .  Funda- 
mental ly  t h e i r  p r o f i t a b i l i t y  depends on the  spread between loan and depos i t  in- 
t e r e s t ,  which can be expected t o  improve wi th  lower i n t e r e s t  r a t e s .  
58/ U.S. Library  of Congress. Congressional Research Serv ice .  Commercial 
~ a n k s T ~ h r i f t  I n s t i t u t i o n s  and The i r  Federa l  Insurance  Funds: Se l ec t ed  Char t s  
I l l u s t r a t i n g  F inanc ia l  Conditions [by] William Jackson. Washington, D.C., 
March 24, 1982. p. 7-8, 10-11, 15-16. 
The evidence on banks i s  more ambiguous. This i s ,  of course,  i n  p a r t  due 
to  the broad spectrum of commercial banking i n s t i t u t i o n s  i n  the na t ion ,  ranging 
from g i a n t  banks, the  t en  l a r g e s t  of which on June 30, 1982, had depos i t s  rang- 
ing from $24 b i l l i o n  t o  $96 b i l l i o n ,  t o  small  l o c a l  banks i n  r u r a l  communities. 
On the  one hand, bank-like func t ions  have been inc reas ing ly  assumed by non- 
banking i n s t i t u t i o n s ,  a s  the  above sec t ion  on conglomerates i n  p a r t i c u l a r  p o i n t s  
ou t .  There has been a s u b s t a n t i a l  publ ic  preference s h i f t  away from bank accounts 
t o  money market funds and o ther  forms of investment. There have been a few well-  
publ icized bank f a i l u r e s  and, r ecen t ly ,  more r epo r t s  of p o t e n t i a l  banking d i f f i -  
c u l t i e s  due i n  pa r t  t o  the recess ion  and i n  pa r t  t o  loans t o  fore ign  coun t r i e s ,  
e s p e c i a l l y  t o  some of the l a r g e r  l e s s  developed coun t r i e s  t h a t  a r e  fac ing  s e r i o u s  
economic d i f f i c u l t i e s  and debt problems, such a s  Mexico, B r a z i l ,  and Argentina. - 59/ 
On the  o the r  hand, t he re  is  much evidence t h a t  the  banking system is  s t rong  
and p r o f i t a b l e .  Bank earnings have grown during the pas t  two decades more than 
earn ings  i n  the i n d u s t r i a l  s e c t o r  on a percentage bas i s ,  and have i n  f a c t  out- 
paced i n f l a t i o n  during t h i s  period. 
I n  s p i t e  of being more heavi ly  regula ted  i n  some r e spec t s  than t h e i r  c lo se  
compet i tors ,  commercial banks, a s  noted by William Ford, pres ident  of t h e  Fed- 
e r a l  Reserve Bank of A t l an t a ,  "have--in reality-outperformed Sears ,  t h e  stock- 
brokers ,  property and casua l ty  i n su ro r s ,  the  t h r i f t s ,  and most of t h e i r  o the r  
most feared  competitors." g/ 
59/ See, f o r  example: Rowan, Hobart. Nine Major Banks Highly Exposed on 
~ h i r d T o r l d  Loans. Washington Pos t ,  October 24 ,  1982. p. F1, F6; U.S. Lib ra ry  
of Congress. Congressional Research Serv ice .  The S t a b i l i t y  of the I n t e r n a t i o n a l  
Banking System [by] Arlene Wilson. Washington, D.C.,  1982. ( I s s u e  Br ie f  No. 
82107); and U.S. Library  of Congress. Congressional Research Serv ice .  Mexico: 
Current Debt and Devaluation [by] P a t r i c i a  Wertman. Washington, D.C., 1982. 
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60/ Ford, William F. Banking's New Competition: Myths and R e a l i t i e s .  
~ c o n o z c  Review (Federal  Reserve Bank of A t l a n t a ) ,  January 1982. p. 11. 
Standard & Poor 's  Indus t ry  Surveys' 'Basic Analysis  f o r  Banking, da ted  J u l y  
29, 1982, s t a t e s :  "Commercial banks f o r  the  most p a r t  a r e  f a r i n g  q u i t e  we l l  
under de regu la t ion ,  demonstrating t h e i r  a b i l i t y  t o  cope with and a d j u s t  t o  
h igh ly  v o l a t i v e  i n t e r e s t  r a t e s  and equa l ly  v o l a t i l e  money markets,  a s  we l l  a s  
t h e i r  f l e x i b i l i t y  i n  meeting new chal lenges."  Bank c r e d i t  cards  have grown 
f a s t e r  than p rop r i e t a ry  cards of i nd iv idua l  s t o r e s ,  o i l  companies, e t c .  
The ex ten t  of the d r a i n  of money market funds on the banking indus t ry  i s  
uncer ta in .  However, aga in  quot ing W i l l i a m  Ford, "it is e n t i r e l y  poss ib l e  t h a t  
t h e  money market funds a r e  pu t t i ng  more money i n t o  the banking system by pur- 
chasing C D ' s  and bankers acceptances of the l a r g e r  hanks than they a r e  t ak ing  
out  of all of t he  banks." g/ 
From the  poin t  ~f  view of the  ind iv idua l  s ave r ,  the i nc rease  i n  opt ions  
f o r  h i s  savings and the  increased  ease wi th  which he can t r a n s f e r  funds from 
one f i n a n c i a l  instrument o r  i n s t i t u t i o n  t o  another  and i n  and out  of sav ings  
'. 
appears t o  be a  major plus.  This  i nc rease  i n  op t ions  has had a s  a  by-product 
a  s u b s t a n t i a l  increase  i n  consumer s o p h i s t i c a t i o n  about money matters and height- 
ened s e n s i t i v i t y  t o  i n t e r e s t  r a t e  changes and r e l a t i v e  r i s k s  of va r ious  k inds  
of investment.  
There a r e ,  however, o f f s e t t i n g  cons ide ra t ions  t h a t  need t o  be taken i n t o  
account. The p r o l i f e r a t i o n  of choices  may r e s u l t  i n  per iods  of confusion and 
unce r t a in ty ,  and perhaps open the  door f o r  l e s s  scrupulous d e a l e r s  and i n s t i t u -  
t i ons .  More s i g n i f i c a n t ,  a t  l e a s t  i n  the opinion of some, a r e  t he  inc reas ing  
r i s k s  which have accompanied t h i s  period of innovat ion  and increased  competi- 
t i o n  among f i n a n c i a l  i n s t i t u t i o n s .  A s  t h i s  increased  competi t ion narrows pro- 
f i t  margins, i t  may well  lead  i n s t i t u t i o n s  t o  accept  g r e a t e r  r i s k s  than they  
61/ I b i d . ,  p. 8. -
otherwise would. Grea te r  r i s k s  may a l s o  be taken a s  a r e s u l t  of f l u c t u a t i n g  
i n t e r e s t  r a t e s .  It a l s o  fol lows t h a t  the  f i n a n c i a l  innovat ions of the  pas t  
decade make more d i f f i c u l t  the a b i l i t y  of t h e  Federa l  Reserve System t o  e x e r c i s e  
a moderating o r  r e s t r a i n i n g  monetary po l icy  without provoking f i n a n c i a l  c r i s e s  
or  severe  recess ions .  F i n a l l y ,  as Lyle Gramley has pointed out :  
The r i s k s  stemming from f i n a n c i a l  innovat ion have spread beyond f i -  
nanc i a l  i n s t i t u t i o n s  t o  the nonf inanc ia l  s e c t o r s  of the economy. In- 
terest r a t e s  i n  the  U.S. economy have been more v o l a t i l e  i n  recent  
years-par t ly ,  i n  my judgment, because innovat ion has a f f e c t e d  the  way 
f i n a n c i a l  markets func t ion .  I n t e r e s t  r a t e  movements have a l s o  become 
l e s s  p red i c t ab l e .  A s  a consequence, banks and o the r  l ende r s  a r e  seek- 
i ng  t o  avoid,  o r  a t  l e a s t  t o  minimize, i n t e r e s t  r a t e  r i sk- r i sk  t h a t  
they once accepted wi l l i ng ly .  I n  the  process ,  they have s h i f t e d  t he  
r i s k s  of f l u c t u a t i n g  i n t e r e s t  r a t e s  t o  o the r  s e c t o r s ,  which may be 
l e s s  ab l e  t o  bear them. Futures  markets f o r  f i n a n c i a l  a s s e t s  may 
he lp  even tua l ly  t o  s h i f t  t he  burden of i n t e r e s t  r a t e  r i s k  t o  those 
most w i l l i n g  and bes t  a b l e  t o  bear i t ,  but those markets a r e  not a s  
y e t  w e l l  developed. - 62/ 
Fu r the r  specu la t i on  on the  f u t u r e  of t h e  f i n a n c i a l  revolu t ion  t h a t  has been 
c e n t r a l  t o  t h i s  r epo r t  w i l l  not  be attempted here.  We may only say wi th  some 
confidence t h a t  the  turmoil  t h a t  has a f f l i c t e d  v i r t u a l l y  a l l  f i n a n c i a l  i n s t i  tu- 
t i o n s  i n  the  pas t  decade cannot be expected t o  subs ide ,  given the ongoing world- 
wide f o r c e s  of t echnologica l  and economic change t h a t  w i l l  unavoidably have a 
major impact on the  way f i n a n c i a l  t r ansac t ions  a r e  undertaken and on the  a c t o r s  
on the  f i n a n c i a l  s tage .  
62/  Gramley, Lyle E. F inanc i a l  Innovat ion.  p. 400. -
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